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and discusses the best methods of imposing the charge 

without sacrificing the good will of the customer. 
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The Publisher’s Page 


HE new Administration, in the time that it has been in 

office, has made several radical changes of importance 

to the banking world. The full effect of the new legisla- 

tion has yet to be seen; meanwhile it is evoking much 

discussion and comment from leading financiers and busi- 
ness men the country over. JOsEPH StTacG LAWRENCE, in his 
article on page 421 of this issue, reviews the Government’s meas- 
ures, discusses other possible courses and evaluates the soundness 
of the new policies. 


In line with the Government’s attitude toward banks and banking 
have been the steps taken by some of the outstanding institutions 
to abolish their security affiliates. Bertram O. Moopy, vice- 
president of the First National Bank of Amherst, Mass., believes 
that if this separation had occurred several years ago many of 
the difficulties which now face the “up-country” banks would have 
been avoided. In an article on “City Banks and Their Affiliates” 
(page 426) he tells why he takes this attitude and brings a grave 
indictment against the sales-promotion policies of the big city 
banks. 


Now that the United States, too, is off the gold standard we 
are more than ever interested in the experience that England 
has had with regard to her money and in the prevailing attitude 
in that country toward a return to the former currency backing. 
C. J. S. Spricee, editor of The Manchester Guardian, has some- 
thing to say on this question in “Pound Sterling, Debts and 
Empire” (page 437), where he views the question not only from 
the banker’s side but from a point rather “outside the preserves of 
technical finance,” where “the ‘breakdown of the gold standard’ 
has been accepted as a simple fact, and the return to the gold 
standard is a clear-cut aim which few desire to pursue immediately.” 


THE illiquidity of bank assets is not due so much to bad banking 
methods as some people would have us believe, nor can it be so 
readily avoided in the future. This is the view of Oscar Laspon, 
author of “Bank Investments” (page 463), who asks, If large- 
scale corporate development more and more obtains its working 
capital through security issues and if at the same time the banks 
are receiving larger and larger amounts on deposit, how are 
sufficiently liquid investments going to be found for all these 
funds? The solution, Mr. Lasdon believes, may be through man- 


[Continued on page xIv} xI 
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attractively printed and bound. 
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datory thirty-day notices of intention to withdraw time deposits. 
But, be the answer what it may, “The problem is one that requires 
serious thought. . . . Whatever the outcome, it is probable that 
another step in the process of banking evolution will be witnessed.” 


A QUESTION of vital financial interest to bankers in these days of 
closely-guarded running expenses is discussed by JoHN H. Maceer, 
a member of the department of Economics and Sociology at the 
University of Maine, in an article beginning on page 442. The 
best brains of the banking and insurance world have co-operated 
to devise the method of blanket coverage best adapted to meet 
every possible hazard, but many bankers do not know the most 
economical way of applying this insurance to controlled institu- 
tions. Professor Magee explains how technical difficulties may be 
met and the whole problem settled with the least possible trouble 
and expense. 


Wuat would you do if a bandit walked into your bank? Would 
you help him herd your employes into the storage vault, show him 
the combination of the safe and escort him safely out of town, as 
some bankers have been forced to do? Or could you press a 
button that would noiselessly empty the cash drawer into a perma- 
nently anchored safe? press another button that would flood 
the building with tear gas? merely throw up your hands and, 
by means of the new “ray-o-larm,” instantly summon the police 
and vigilants to your aid? Reading about master criminals is a 
fascinating pastime for many people, but the mind that designs 
protective devices to circumvent the bandits must be just as alert 
and ingenious. In an article entitled “The Ounce of Prevention,” 
Howarp Wricut Harness describes some of the newest means of 
thwarting the master minds of gangdom and safeguarding the 
bank’s funds against both day and night robberies. (Page 429.) 


H. E. Wymay, author of “Shall the Depositor Pay the Freight?” 
in the Banking Equipment section (page 498), is bank service 
manager for the A. F. Martell Company of Keene, N. H., 
designers and manufacturers of labor-saving and information- 
giving banking forms. He spends considerable time in visiting 
bankers and working out their problems with them, and in this 
issue offers some valuable suggestions on that most timely topic, 
charging the depositor for unprofitable checking accounts. 


ANOTHER of CuTHBERT LEE’s articles on trust management— 
“Accepting the Trust’”—begins on page 466 and deals with the 
steps the bank should take to safeguard itself: before assuming 
the responsibilities of trusteeship. 
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Editorial Comment 
TEST OF THE ROOSEVELT POLICIES 


HILE the country has re 

\X/ sponded with enthusiasm to 

most of the policies so dra- 
matically initiated by President Roose- 
velt, it must be recognized that the 
real test of these policies—their actual 
effect upon production and trade—lies 
in the future. 

We are, in fact, entering upon a 
new deal, and it is fervently to be 
hoped that it will not turn out as 
illusory as the new era, now of un- 
happy memory. 

No section of our varied business 
activity can more earnestly cherish this 
hope than the bankers of the United 
States, for quite lately they have seen 
all their institutions shut down, and for 
a long time many of the banks have 
been operating under conditions which 
must have put a severe mental strain 
on all concerned in bank management. 
It may, therefore, safely be said that 
the bankers, quite generally, will wish 
to see the President’s policies crowned 
with success and that they will co- 
operate with the authorities in bringing 
about this result. 

Some of the President’s measures are 
of a character whose restorative effects 
cannot be questioned. Such especially 
are the economy program and the at- 
tempts being made to effect better 
international relations. Other of these 
measures, while laudable in their objec- 
tives, do not inspire the same degree 
of confidence. For example, no one 
questions the desirability, even the 
necessity, of taking some action to 
improve the agricultural situation. But 
there is less certainty, and among 
farmers themselves, of the wisdom of 
the legislation designed to effect this 


highly desirable end. The President 
himself has frankly admitted that the 
legislation is an experiment. 

While, at the time this was written, 
the bills for the regulation of banking 
and the investment business had not 
been fully worked out, enough was 
known to make it clear that these two 
important activities were to be placed 
under stricter control than has hereto- 
fore been exercised. 

It is quite universally conceded that 
the safety of banking and the securities 
business is capable of great improve- 
ment, and, if the new measures will 
assure this improvement, bankers and 
security dealers will welcome them. 

The country faces a trying period 
of readjustment, due to the long and 
serious depression and to the new con- 
ditions under which production, trade 
and banking must operate. These con- 
ditions are bound to be affected by the 
legislative measures mentioned and by 
others. Farming, the railways, bank- 
ing, investments have all to face a new 
situation. For a time this change may 
give rise to some uncertainty and con- 
fusion. Perhaps, in the long run, the 
country will adjust itself to the new 
deal and may profit by its inaugura- 
tion. In its success the bankers have 
a large stake. They can hardly fail 
in its support. 


HELPING DEBTORS 


Rises from the pressing burden of 


indebtedness is one of the prob- 


lems of the times. This relief 


may be afforded in a variety of ways: 
by increasing the price level, by post- 
poning payments and by the scaling 
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down of interest rates and principal 
sums. 

The problem of relieving debtors 
would never have attained its present 
proportions had people been more 
cautious in incurring debts, and had 
lenders been less eager to lend. This 
latter tendency was observed partic- 
ularly in reference to many of our 
foreign loans. But it no doubt oper- 
ated in regard to many domestic debts 
also. Lenders on farm and city prop- 
erties too readily accepted the high 
valuations placed on real estate at a 
time of general expansion in values. 
Loans were, in many instances, made 
on highly inflated valuations. And it 
is not much wonder that a scaling-down 
process was inevitable under present 
conditions. For this situation both 
debtors and creditors are partly re- 
sponsible, and it is only natural that 
both should be called on to shoulder 
their due part of the readjustment. 

The movement for the relief of 
debtors may, conceivably, proceed so 
far as to defeat its object. If long 
delays in payment are sanctioned, in- 
terest and principal unduly scaled 
down, the result may be to dry up 
the sources from which long-term credit 
has been supplied. Capital, without 
the certainty of reimbursement of prin- 
cipal and the maintenance of interest 
rates stipulated in the contract, may 
be indisposed to take the risks which 
such uncertainty involves, and turn to 
other fields where the return is more 
dependable. Should such a turn of 
affairs take place, the debtor would 
find his situation less favorable, espe- 
cially in seeking new loans, which 
would be harder to get. 

The strict performance of obligations 
constitutes the best reliance for an ade- 
quate supply of capital at fair rates. 
But debtors feel, and not without 
reason, that with the present price level 
they are really called on to do some- 
thing more than this, that they are, in 
fact, virtually required to perform twice 
as much as they agreed to do, and 
it is from this dilemma that they seek 
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relief. A moderate policy, just to 
both parties in interest, will doubtless 
be the wisest for debtors as well as 
creditors. 


THE GOVERNMENT AS A 
PARTNER IN BANKING 


OANS made to the banks by the 
[_ econserction Finance Corpora- 

tion, a considerable part of which 
may not be repaid, tend to give the 
Government of the United States a 
proprietary interest in banking. It 
already has such interest, indirectly, 
in the Federal Reserve banks, whose 
earnings above a certain figure go to 
the Treasury. The tendency mentioned 
will be increased by the purchase of 
preferred stock in a number of the 
reorganized banks. 

Once there was a slogan, “take the 
Government out of the banking busi- 
ness.” It referred to the practice of 
the Treasury in alternately locking up 
and disbursing funds, according to pre- 
vailing conditions in the money market. 
But, while this practice has been ended, 
the Government has gone into the bank- 
ing business to a much greater extent 
than prevailed in those bygone days. 
It controls, through the Federal Reserve 
Board, the operations of the Federal 
Reserve banks, shares in their profits 
and is now becoming a potential or 
actual owner of bank shares through 
the activities of the Reconstruction 
Finance Corporation. Probably _ this 
does not point to a time when banking 
will become an exclusive function of 
government, a development which is 
part of the socialist program. 

But we have already witnessed start- 
ling changes in banking, and others of 
a like character are no doubt impend- 
ing. That so many banks have been 
compelled to rely upon governmental 
aid is in itself something that would, 
in former times, have been regarded 
as revolutionary. 

It may be that the banks of the 
future will no longer be “department 
stores of finance,” but will confine their 
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operations to “pure commercial bank- 
ing,” so dear to the theoretical mind. 

Respectable banking authorities have 
considered the association of govern- 
ments with banking as highly undesir- 
able. In this country we have already 
gone far in such association, and seem 
destined to go further. May it not be 


that in proclaiming divorce for banking 
afhliates we are entering upon a mar- 
riage of equally doubtful propriety? 


A GOOD WORD FOR THE BANKS 


MIDST the criticisms of our 
Az so general in these days, 
one may well pause to consider 

some facts of significance. 

In the first place, call the roll of 
our great cities and their leading banks, 
and you may be surprised to learn 
that among these institutions there has 
not been a single failure. 

The principal banks in the centers 
of commerce and industry have with- 
stood a financial hurricane of unprec- 
edented fury. This shows the sound- 
ness of their structure, the integrity 
and capacity of their management. 

Nor has it been the big bank only 
that has stood the storm. Thousands 
of small banks, the majority of them 
in fact, have kept going under con- 
ditions more trying than those under 
which the big city banks were operating. 

For this resistance to panic the sur- 
viving banks are entitled to the highest 
praise. They have shown themselves 
fully conscious of their obligations to 
the public. 

In saying this no shred of apology 
is offered for weakness in our banking 
laws and their administration, nor for 
reckless and incompetent banking. But, 
while we condemn where condemnation 
is warranted, let us not fail in the 
bestowal of praise where it is deserved. 

The fact is, both in point of numbers 
and in the volume of deposits, our 
banking structure remains at a high 
level of activity and efficiency. Nor 
will the failures, great as are the 
present inconveniences caused by them, 
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turn out so disastrous as many fear. 
The failing banks, in most cases, will 
ultimately return substantial sums to 
depositors, though shareholders may 
suffer, since they are the last to realize 
on frozen assets. 

Lamentable as the number of bank 
failures has been, the wonder is, with 
our system of small unit banks and 
with the derangement in business, that 
so many have survived the terrible 
shock to which they have been sub- 
jected. For the resisting powers they 
have shown, they are entitled to great 
credit and to the confidence of the 
public. 


EXECUTIVE ORDERS AND THE 
COURTS 


N interesting point was brought to 
Ae in a recent case where a 
trust company at Mount Vernon, 

N. Y., was ordered by a Justice of 
the Supreme Court of that state to turn 
over to another bank a trust fund 
amounting to $6000. This order was 
not complied with by the trust com- 
pany, on the ground that in accordance 
with President Roosevelt’s orders it 
was “only 10 per cent. open” and 
could therefore transfer only $600 of 
the trust fund. This refusal caused the 
Justice of the Supreme Court to say: 

“Even the President of the United 
States has no right to tell me what 
orders I shall issue. With all due 
respect to the President, he has no 
authority to interfere with the judi- 
ciary. I am not the first person to 
have that thought. The founders of 
our country decided that the judiciary 
and executive positions of the country 
should not be mixed.” 

It was evident that some of the 
orders in regard to banking issued 
from Washington should give rise 
to controversies with state authorities. 
This. was especially likely to happen 
with respect to trust funds, as in the 
present instance. 

The custody and administration of 
trust funds are functions looked on 
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with particular jealously by the respec- 
tive states. This is one reason why 
a number of national banks, instead 
of acting under the trust powers con- 
ferred on them by the Federal Reserve 
Act, found it advisable to convert them- 
selves into state institutions. 

It is not unlikely that several of 
the banking orders from Washington 
may be subjected to judicial review, 
possibly by the Supreme Court of the 
United States. 


VIVE LA BAGATELLE 


NE of the characteristics of the 
American people is to be found 
in their propensity for turning 


to trivialities for relief from a serious 
situation. In recent weeks the news- 
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papers of the large cities have filled 
their columns with news about the 
return of beer. No other subject has 
been given anything like the same 
degree of prominence. When all the 
banks of the country were closed for 
a week, people generally regarded it as 
a proper subject of mirth. Contract 
bridge and the jig-saw puzzle are now 
matters of serious concern to a large 
part of our people. 

This disposition to regard serious 
situations rather lightly might be mis 
interpreted as an indication of national 
frivolity. But there are occasions when 
Americans can be in deadly earnest. 
It is perhaps fortunate that under a 
load that might prove insupportable 
to those of a less resilient fibre our 
people can find relief in the indulgence 
of their comic propensities. 


Is There a Santa Claus? 


FroM a correspondent at Rock Lake, Me., 
the following letter has been received: 


Run Down Farm, 
Rock Lake, Me., 
April 1, 1933. 
Editor, THE BANKERS MAGAZINE: 

Bankers tell me that your publication may 
be depended on to give reliable information 
to those in need of it. My need, as you 
will see, is great and pressing, and I am 
relying on you to help me out. This is my 
situation. My farm of 160 acres is mort- 
gaged for $10,000, with interest at 6 per 
cent. The mortgage is now due, also ac- 
cumulated taxes and interest, all of which 
I am unable to pay. Of this land only sixty 
acres is tillable without great effort, its prin- 
cipal crop being rocks. What I want to 
know is, is there a Santa Claus to whom I 
can turn with hope of relief? 

DisTRESSED FARMER. 


Our correspondent need not worry. There 
is a Santa Claus (popularly known as “Uncle 
Sam”) and his address is Washington, D. C. 
He will provide you, out of his pockets 
bulging with money, all you require to pay 
up your taxes and interest, and give you a 
long extension of your mortgage, a reduc- 
tion of interest and plenty of time to pay 
off the principal. 

Don’t worry either about your 100 un 
productive acres, for Santa Claus does not 
expect you to try to grow crops on them. 
He will pay you rent-to keep them idle. 
In accepting this generous offer of relief you 
will be expected not to till more than sixty 
acres of your farm, and to keep the produc: 
tion per acre down as much as possible. 

It is with great pleasure that THE BANKERS 
MAGAZINE is permitted, once and for all, to 
dispel all doubts of the existence of a 
Santa Claus. 





The New Deal in Banking 


The Government Takes a Hand in Financial Affairs 


By JosEPH StacG LAWRENCE 
Editor, The Econostat 


istration has been in office it has 

taken a position along four lines of 
profound importance to banking in this 
country. These four aspects of Federal 
policy are expressed in the Emergency 
Banking Act, the policy of banking re- 
organization as exemplified in the or- 
ganization of the National Bank of 
Detroit, the Federal Security Act now 
under consideration by Congress and 
the concentration of the country’s gold 
in the vaults of the Federal Reserve 
banks and the Treasury. Three of these 
four policies have already been crystal- 
lized either in the form of legislation or 
in the form of announced policy. All 
of them promise a vital change in the 
picture of private commercial banking 
as we have understood it in this coun- 
try, and signify a greater participation 
of the Government in banking than at 
any time in the past. 


[: the brief month that the Admin- 


EVENTS WHICH FORECAST THE CRISIS 


The first of these developments was 
clearly the result of the crisis in which 
the country’s banking system found 
itself when President Roosevelt assumed 
ofice. The significance of the emer- 
gency legislation passed at the request 
of the President is best understood if 
we consider the events which forecast 
the crisis. The first of these was the 
steady continuation of the depression. 
With commodity prices declining and 
capital evaporating, only banks which 
had sacrificed income and placed them- 
selves in a completely liquid condition 
were in a position to withstand the 
climatic strain which developed during 
the first two months of the year. It 
was precisely the banks which had been 
te object of Atlee Pomerene’s sharp 


criticism relating to their refusal to 
serve their communities which were best 
able to withstand the strain that de- 
veloped at this time. The banks which 
had taken a different view of their ob- 
ligations to their communities and had 
made loans freely found themselves in a 
position where they were unable to 
liquidate their assets with sufficient 
speed to meet the demands of incon- 
siderate depositors, who were perfectly 
willing to accept the safety, convenience 
and return on their bank deposits with- 
out making a fair allowance for the 
needs of the bank which provided rea- 
sonable employment for their funds. 
These banks were suddenly placed in a 
position where depositors with a right 
to demand instant payment did so in 
large numbers, and they found them- 
selves on the other hand incapable of 
exercising corresponding rights with re- 
spect to their borrowers. 

The second item which gave advance 
notice of the crisis was the crescendo of 
bank failures in the last decade. On 
June 30, 1921, the country had 30,812 
banks. By January 1, 1933, this had 
declined to 18,590. The difference was 
accounted for by 9090 failures and 3132 
consolidations. It is a fair approximate 
statement that one bank out of every 
three has failed. The rapid increase in 
the rate of failures during the years of 
depression had caused great uneasiness 
among the people who otherwise had 
full faith in the soundness of the coun- 
try’s banking system. This undermin- 
ing of confidence led to a gradual with- 
drawal of deposits, which were shifted 
in part to our Postal Savings System and 
were in part converted into currency. 
The decline in deposits placed upon the 
banks the necessity for liquidating their 
own investments, and compelled them 
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to exercise pressure upon the borrowers. 
This, of course, in turn aggravated the 
very condition which had caused difh- 
culty in the first place. 


RECORD OF BANK EARNINGS 


The third sign of the approaching 
crisis has been found in the record of 
bank earnings during the last three 
years. The 6150 national banks report- 
ing for the year ending June 30, 1932, 
revealed a deficit equal to 4.94 per cent. 
of their capital and surplus. It is the 
first time in the history of the national 
banking system that all the banks as a 
whole have shown a deficit, and is a 
reflection of the extraordinary severity 
of the depression The poorest year 
after the war was in 1922, when ag- 
gregate earnings of national banks were 
equal to 7.79 per cent. of capital and 
surplus. 


NATIONAL BANKS IN THE UNITED STATES 


Ratio of 
net addition 

to profits 

Year ended Number Net addition to capital 
of banks to profits and surplus 


7453 149,270 8.39% 
7560 127,095 7.08 
7571 157,544 8.76 
7589 194,321 10.52 
7691 212,332 11.09 
7762 240,366 = 12.11 
8019 282,083 12.78 
8147 216,106 9.40 
8246 183,670 7.79 
8238 203,488 8.48 
8085 195,706 8.11 
8070 223,935 9.00 
7978 249,167 9.54 
7796 252,319 9.24 
7691 270,158 8.96 
7536 301,804 9.72 
7252 246,261 7.38 
6805 52,541 1.65 
6150 *139,780 *4.94 


1914 
1915 
1916 
1917 
1918 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 


*Deficit. tThousands of dollars. 


These three converging channels car- 
ried the noxious poisons which brought 
about the crisis in the banking condition 
during the first week in March. On 
March 9 Congress passed an amazing 
piece of legislation known as the Emer- 
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gency Banking Act. It gave the Presi- 
dent control of foreign exchange, trans- 
fers of credit between banking institu- 
tions and the export, earmarking and 
hoarding of gold. The Comptroller of 
the Currency was given the power to 
employ conservators of banks wherever 
in his judgment this was necessary, the 
conservators to have the same power as 
receivers. The state banking authorities 
were expected to co-operate with the 
Federal officials, appoint the state con- 
servators and in general treat state banks 
in much the same manner as the Federal 
authorities treated members of the Fed- 
eral Reserve System. Provision was 
made in the act for reorganization which 
could be effected by agreement among 
two-thirds of the stockholders binding 
on the remaining third. If the capital 
of the bank was exhausted, a reorganiza’ 
tion approved by three-fourths of the 
depositors was to be effective on the 
part of the remaining quarter. 


EXTRAORDINARY NATURE OF NEW LAWS 


Finally, the Federal Reserve Act was 
amended to permit the Federal Reserve 
banks to issue a new form of currency 
up to 100 per cent. of the face value of 
United States Government obligations 
or 90 per cent. of the estimated value of 
notes, drafts, bills of exchange or bank- 
ers’ acceptances deposited as collateral. 
These notes are redeemable in lawful 
money. No gold reserve is provided 
for them, nor does the law state that 
they are legal tender. The issue of 
these notes was limited to the period of 
emergency, terminable by presidential 
proclamation. This legislation is as ex- 
traordinary as the emergency which it 
is designed to meet. In the first place, 
it completely suspends the gold stand- 
ard. In the second place, it provides for 
a potential currency issue, without gold 
reserve, exceeding $20,000,000,000. In 
the third place, it imposes what virtu- 
ally amounts to a nation-wide receiver’ 
ship upon the entire banking system of 
the country. In the fourth place, it 
provides for a contribution by the Gov- 
ernment through the Reconstruction 





MPa Tha tw B& 


Oo + —IQ 


THE BANKERS MAGAZINE 423 


Finance Corporation to the capital of 
weakened banks. 

The full effect of this legislation can- 
not be visualized. The extent to which 
it will influence our banking system de- 
pends largely upon the manner in which 
the Government will exercise the far- 
reaching powers granted to it by this 
legislation. In two fields the law has 
already made itself felt. The first of 
these is in the reorganization of those 
member banks which were unable to 
open their doors at the conclusion of 
the bank holiday. The Government was 
at once confronted with the necessity 
for adopting a definite plan of procedure 
in liquidating or reorganizing these 
banks. The policy finally adopted is il- 
lustrated by the organization of the 
National Bank of Detroit. The National 
Bank of Detroit purchased the liquid 
assets of the First National Bank and 
the Guardian National Bank of Com- 
merce. Prior to the purchase of these 
assets about 10 per cent. of the deposits 
had already been repaid. The remain- 
ing liquid assets amounted to 40 per 
cent. of the deposits. The new National 
Bank of Detroit undertook to pay this 
to the depositors of the two other in- 
stitutions. Conservators remain in 
charge of these banks, and are proceed- 
ing with the liquidation of the remain- 
ing assets. 

The policy of the Government may 
be stated in the following propositions: 


1. Every reorganized bank must be 
100 per cent. liquid and in a position to 
convert every dollar of deposits into 
cash if necessary. 

2. The Federal Government must 
have a voice in the active management 
of the bank. This means positive par- 
ticipation in the management as con- 
trasted to the negative and passive 
supervision involved in periodic ex- 
aminations. 

3. Depositors’ funds shall not be 
used to bolster up a capital structure 
without the explicit consent of the de- 
positor. 

4. The Government is willing to 
match new capital subscribed to a re- 


organized bank with an equal amount 
in the form of preferred stock sub- 
scribed by the Reconstruction Finance 
Corporation. 

5. A substantial reduction in the 
number of banks. 


OTHER POSSIBLE COURSES 


The other options which the Gov- 
ernment here turned down are likewise 
significant : 

1. Bank depositors in all the closed 
banks might have been asked to freeze 
a part of their deposits corresponding 
to the proportion of non-liquid assets. 

2. The banks might have been per- 
mitted to open with Reconstruction 
Finance Corporation support to the 
amount of their liquid assets. Most of 
the closed banks had already received 
such support and exhausted their re- 
sources. 

3. The Government might have 
guaranteed bank deposits as an emer- 
gency measure. 

The policy actually adopted, there- 
fore, is the most deflationary of these 
four choices. 

The next step which is affecting the 
banks in prospect is the policy of the 
Government in calling for a concentra- 
tion of all the gold supplies in the coun- 
try. The use of threats and pressure 
on various accounts to force holders of 
gold to bring their yellow hoards into 
the banks involves a clear violation of 
the rights of these holders. Under the 
laws of this country every individual 
with a dollar of currency has the right 
to convert it on demand into 25.8 grains 
of gold, .9 fine. This right of free and 
unconditional conversion of gold into 
currency and currency into gold consti- 
tutes the essence of the gold standard. 
In view of the fact that the initial crisis 
which caused the passage of the Emer- 
gency Banking Act has largely abated 
and currency and bank deposits have 
already flown back in _ substantial 
amounts, the reason for the statement 
of the President calling for a return of 
remaining private gold stocks can be 
understood only if we suppose some 
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further policy relating to the monetary 
standard. There is no point in depriv- 
ing citizens of their essential rights un- 
less the Government has in mind an 
objective which justifies this infraction 
of property rights. Justification may 
be found in a plan or plans not yet 
announced to change the character of 
the dollar. 

It is well known that Franklin Delano 
Roosevelt is a liberal and that his cab- 
inet consists of men and a woman who 
are perfectly willing to experiment on a 
radical scale in the effort to raise the 
country out of the slough of depression. 
One plan which has received a great 
deal of attention, particularly because 
Secretary Wallace has openly espoused 
it, is the reduction in the gold content 
of the dollar. It is well known that 
such a measure cannot be effective so 
long as the privilege of free conversion 
of currency exists. The moment Con- 
gress should consider such a proposal 
there would be a rush for the country’s 
gold, with the result that the passage 
of such legislation would leave Uncle 
Sam without any of the precious metal 
to be used in supporting the new dollar. 
Therefore it is only in contemplation of 
the change in the gold content of the 
dollar, the adoption of a commodity 
dollar or a symmetalic dollar that the 
action of the Government in dragooning 
private citizens into surrendering legiti- 
mate rights can be justified.* 


THE FEDERAL SECURITIES ACT 


The last step in the Government's 
program is the passage of the Federal 
Securities Act. In general the act may 
be defined as an attempt to provide the 
fullest possible publicity for securities 
offered to the public. There are parts 
of the act which may be interpreted as 
an attempt to guarantee the soundness 
and value of securities, although the 
Administration vigorously disclaims any 


*Since this article was written the Gov- 
ernment’s monetary policy has been more 
clearly defined in legislation now being 
considered. 
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such intention for the measure. It has 
won substantial support among invest- 
ment bankers who feel that the honest 
security dealers will find support and 
protection in it. The virtue of the 
measure may be found in the provisions 
for registration under section V and 
those for publicity under section VIII. 

The application for registration must 
be accompanied by a statement showing 
total authorized capitalization; amount 
of paid-up capital stock; complete de- 
scription of voting rights and prefer- 
ences of the various kinds of stock; 
amount of funded debt, with maturity, 
description and security for it if any; a 
detailed statement of assets and liabili- 
ties of a date not more than ninety days 
prior to date of filing such a statement; 
a full statement of income, expenses 
and fixed charges during preceding 
fiscal year; a detailed statement of the 
plan of distribution, including the price 
which the public will pay and the 
amount returnable to the issuing cor’ 
poration; the purpose for which the 
securities are offered and the commis- 
sions, bonuses or other considerations 
to be paid and the amount of capital 
stock to be set aside for promoters. If 
the borrower is a foreign government, 
additional items of required information 
are the condition of the borrowing gov- 
ernment, whether it has ever defaulted 
on its loans before and the price at 
which the securities are being offered 
elsewhere. The substance of all this 
information must be included in every 
advertisement of the issue and all mail 
solicitation. 

The weakness of the proposed legisla- 
tion may be found in: 


1. The doubt whether it applies to 
new issues or to every sale of a security. 
It defines: “* *Sale’ or ‘sell’ shall include 
every disposition, or attempt to dispose 
of a security for value.” 

2. It gives the commission power to 
revoke the registration of any security 
if the issuer has been engaged in a 
fraudulent transaction or “is in any 
other way dishonest” or if “the enter- 
prise or business of the issuer or person 
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or the security is not based upon sound 
principles and that the revocation is in 
the interest of the public welfare.” Who 
is to define “dishonest,” “sound prin- 
ciples” and “the interest of the public 
welfare?” 

3. The bill makes no distinction be- 
tween errors of essential fact and purely 
clerical or otherwise inconsequential 
omissions or mistakes. An element of 


judgment is here necessary to prevent 
the persecution of innocent and honest 


security dealers on the ground of tech- 
nical violation of the law. 

4. The act requires that every issue 
before being advertised must also con- 
form to the security laws of every state 
in which it is offered for sale. This 
will, for all practical purposes, prevent 
mail, newspaper and radio advertising 
until the issue has met the requirements 
of the blue sky laws of every state in the 
Union as well as those contained in the 
Federal Securities Act. 


Observations of an Outsider 


LOT of friends of mine are rather 
A as to what a banker’s ac- 
ceptance is, but they sure do 

know what a banker’s refusal is. 


* * 


Somehow I’ve always sort o’ envied 
the country banker. I know he has to 
listen to a lot of grief, but he sure does 
get close to the hearts and ambitions, 
the strength and weakness of the people 


he serves. 
x ok x 


A town in Massachusetts borrowed 
money from a bank at 67/100’s of 1 
per cent. I’m glad I don’t have to figure 


the interest. 
x ok x 


It strikes me that the banks can do 
more to make towns and cities reduce 
their expenses than even a group of in- 
dignant citizens can do. A refusal of a 
loan on the grounds of poor financial 
position and swollen budgets gets a lot 
of respectful attention, even from the 


politicians. 
* * * 


The best investment a bank can have 
is in the good will of the community it 
serves, 

x * * 


I've got a hunch that a lot of the 
grumbling over service charges and other 


items of expense that have been put upon 
the depositor would disappear if more 
of the banks did what one friend of 
mine did. He took the time and the 
trouble to explain to his customers that 
now, when things were pretty tight, the 
bank couldn’t do many things that they 
felt free to do when times were pros- 
perous. He told the customer that he 
(the banker) would really like to give 
all the service possible without charge, 
but that under present conditions he 
couldn’t do many of the things he'd like 
to do and at the same time serve and 
conserve the interests of all the deposi- 
tors. He recognized that back in the 
customer’s mind was a feeling that the 
bank had “grabbed” something. This 
little talk removed that feeling. 


x “9 


I know of a new city bank that is be- 
ing started (they've got their charter) 
by experienced banking interests, with 
the avowed purpose of “serving the 
smaller business interests of the com: 
munity.” Is this a forerunner of a re- 
versal of trend in banking? We've got 
to have big banks—they’ve done a fine 
job through these troublous times—but 
it would seem to me, as an outsider, that 
there is room also for some more small 
banks, properly run, by good and ex- 
perienced bankers. 





City Banks and Their Affiliates 


An Up-Country Point of View 


By Bertram O. Moopy 
Vice-President, The First National Bank of Amherst, Mass. 


HE equanimity with which the 
great city bankers view the increas- 
ing supervision of government in 
financial matters is one of the amazing 
phenomena of this depression. The 
control of railroads by commission has 
brought them practically to the doors of 
government operation, and eventually 
government ownership. The handwrit- 
ing is on the wall for the public utilities 
engaged in interstate commerce. Now 
the great commercial banks are urging 
a policy that inevitably leads to one ulti- 
mate conclusion—the control and even- 
tual stifling of banking by means of 
government supervision. 

The matter is brought out into the 
open by the proposed divorcement of 
investment afhliates from commercial 
banks, but the trend may be seen in 
other phases of finance. The city banks 
do not wish to give up their afhliates. 
They cling to them for a variety of rea- 
sons, but in doing so they display—so 
it seems to a country banker—a lack of 
true perspective and a failure to under- 
stand or properly evaluate human rela- 
tions and psychology in banking, two 
shortcomings which are perhaps more 
frequently observed in great financial 
centers than one might suppose. In 
other words, the great commercial banks 
cannot visualize a system of security dis- 
tribution in which they do not play the 
leading role through their affiliates, and 
they can see nothing incongruous in con- 
ducting two types of business in which 
the interests and obligations of one are 
often inherently opposed to the other. 


PERMANENT BOND SALES NEEDED 


They view with alarm the breakdown 
of the system of security distribution if 
the affiliates are forced to discontinue. 
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But the fact is, there is no adequate or 
proper system of security distribution 
today. The affiliates are not doing it, 
Tha purchase of bonds by syndicate 
underwriters and the immediate whole- 
sale and retail selling to banks is not 
distribution. A bond issue is not prop- 
erly distributed until enough bonds are 
placed in permanent hands so that those 
coming back into the market for legiti- 
mate reasons may be absorbed without 
undue fluctuation in price. This means 
that a substantial percentage of bonds 
should be in the strong boxes of indi- 
vidual investors who hold them for in- 
come, who sell them only when neces’ 
sity forces it and who are not interested 
in rides and quick profits. The invest- 
ment managers of ten years ago realized 
this, and their organizations were based 
on individual investor demand, as well 
as that of institutions. The competition 
of common stocks and low commissions 
on listed bonds were factors in forcing 
them out of this type of business, and 
since then the stability of the bond mar- 
ket has steadily declined. We shall 
never have real stability in bond prices 
until individuals again buy bonds for 
income return and permanent holding, 
for the banking structure of this country 
cannot carry the entire funded debt of 
trade and industry and care for its cur’ 


. rent needs besides. The private investor 


will again be a factor in bond buying 
if he is properly sold and if the securi- 
ties offered to him give him the protec’ 
tion he has a right to expect. The bond 
houses lost their individual buyers, in 
parti at least, because they failed to 
realize their stewardship, and investors 
found themselves with bonds which 
could have only limited possibilities of 
profit and held unlimited possibilities of 
loss. 
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The greatest need of finance today is 
a thorough survey on the part of bond 
houses, the stock exchange and the city 
banks, to establish a system of bond dis- 
tribution which will reach the individual 
investor, as well as banks, give him a 
square deal and do it on a profitable 
basis. 


BANKING MORE THAN MONEY-LENDING 


Commercial banking is more than the 
lending of money; it is more than the 
distribution of securities. It is a fine 
relationship between human beings, 
based upon mutual confidence, respect 
and trust. From time immemorial 
people have sought their banks for ad- 
vice, for guidance, for consultation, both 
in the commercial and investment fields, 
because of their peculiar opportunities 
for obtaining information and _ their 
breadth of knowledge coming from their 
contacts with many lines of trade and 
industry. But more than that they 
knew that the banks, on the whole, 
were disinterestedly working for their 


mutual welfare. If a bank made a profit 
on a customer, it came from the bal- 
ance the customer maintained, and the 
service given to that customer was a 
part of the expense of operating the 


bank. In other words, the bank was in 
the banking business. 


SECURITIES BROUGHT JARRING NOTE 


The security selling brought a jarring 
note into the picture. No longer was 
a customer a banking customer alone. 
He was a potential buyer of bonds—at a 
profit to the bank. Strive as one will, 
it is too much to expect of human na- 
ture to suppose that a bank can give 
disinterested counsel on securities when 
it has a bond department with an over- 
head seeking to sell securities on a 
profitable basis. Thus did the entering 
wedge occur in the breaking of that 
fine relationship which ought to exist 
between bank and customer. The cus- 
tomer was on the defensive. He had 
to give up the idea of a mutuality of 
interest between the two. Yet for years 


427 


the banks advertised unbiased invest- 
ment service, when one of the primary 
purposes of such advertising was to get 
lists of holdings for trading purposes. 
The separate incorporation of afhliates 
never changed the basic relationship. An 
affiliate was still the bank, in the eyes 
of the customer. 

The growth of security distribution 
by affiliates brought two developments. 
One was the fact that the bank often 
had obligations to its borrowers and de- 
positors that were diametrically opposed 
to the interests of the affiliate. The 
other was that the affiliates found it 
necessary to sell second and third grade 
securities in order to stay in the busi- 
ness. 

I do not believe the great city banks 
have ever fully appreciated the public 
reaction to this intertwining of interests 
over a period of years. I believe it ac- 
counts for a substantial part of the re- 
sentment and animus toward banking 
institutions as a whole. How could a 
bank advise a customer against purchas- 
ing a security which its affiliate was 
offering, oftentimes to liquidate a tem- 
porary bank loan held in part by the 
same bank? What becomes of that fine 
relationship and mutuality of interest 
under such circumstances? 


CITY AFFILIATES OF COUNTRY BANKS 


The depositors of every large city 
bank include many country banks. They 
looked to their city correspondent for 
advice and guidance in many things, 
among them investments. To many a 
country banker the representative of his 
city bank affiliate was the city bank 
itself in the field. He was considered 
as an investment counsellor, when he 
was a hard working salesman constantly 
torn between his desire to serve his 
client and the stern necessity for making 
sales. I do not condone the ignorance 
of country bankers, nor do I excuse their 
lack of investment policy, but the city 
banks, through the distribution of what 
they knew were securities unsuitable for 
country bank reserve purposes, must 
bear a portion of the blame for the bond 





428 


portfolios of their country correspond- 
ents. It is not entirely by accident that 
the great city institutions are extremely 
liquid in highest grade securities when 
sO many country banks are struggling 
with staggering bond losses. It is im- 
possible to turn back the pages of his- 
tory, but it is interesting to consider 
what might have been the course of 
economic and financial events in this 
country if there had been no great 
security afhliates with securities to sell, 
and if country banks could have turned 
to their city correspondents for the 
benefit of their experience both in secu- 
rities and investment policies; and fur- 
ther, if every bond issue had had to 
pass the critical and dispassionate analy- 
sis of the city banks with their facilities 
for the careful investigation of credits. 
What a different record might have been 
written! The entry of the city bank 
into the security distribution field re- 
moved from the private investor and the 
country banker the greatest protection 
he could ever have. 

Let us turn for a moment to the idea 


of government supervision of security 


afhliates. Of what shall it consist? 
Who shall be the supervising body? 
The losses incurred by reason of im- 
proper practices involving loans, etc., as 
between bank and affiliate are tritling 
as compared to the money lost on so- 
called respectable securities. Is it pro- 
posed to have the government pass on 
the quality of the securities offered? 
Of course not; but what government 
commission did not take unto itself 
additional powers as time passed? Such 
a body might conceivably make itself a 
blue sky law for the nation. What 
about the psychology of the advertise- 
ment of a bank affiliate “under the sup- 
ervision of the United States Govern- 
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ment?” It is by no means far-fetched, 
and the implied approval of securities 
sold under such conditions has possibili- 
ties too grave to be ignored. 


GREATEST OPPORTUNITY LOST 


The greatest opportunity for perma- 
nent service and profit was in the hands 
of those distributing bonds during the 
past ten years. They lost it because of 
their failure to appreciate the steward- 
ship involved. The present day problem 
of security distribution should be ap- 
proached from a new and entirely dit- 
ferent angle. The banks should have no 
part in it, except perhaps in an advisory 
capacity, and should withdraw from the 
field of security sales as rapidly as pos- 
sible. What the banking business needs 
more than anything else is a return to 
banking as an occupation honorable in 
itself and so conducted as to pay a fair 
return on the money invested without 
recourse to outside sources of income 
which hamper and restrict the banks’ 
freedom of action and destroy the con- 
fidence and trust upon which all true 
banking must inevitably rest. 

Greater government supervision is not 
the answer to America’s banking prob- 
lems. The banking fraternity, both in 
city and country, needs a rebirth of the 
sense of stewardship and trusteeship to 
its customers that has been lacking in 
so many instances in the past ten years. 
The banking business of this country 
ought to be big enough and have ideals 
enough to be able to clean its own house 
and keep it clean without being forced 
to do so. There is no substitute for 
character in banking. The banking 
business should be so conducted that 
no customer ever need feel on the de- 
fensive when doing business with his 
own bank. 





The Ounce of Prevention 
What Banks Are Doing to Prevent Hold-Ups and Burglary 


By Howard WRIGHT HAINES 


gentlemen stood at the ‘heavy 

metal door of a large bank in 
Kansas City. It was five minutes after 
closing time. The door was locked. 
One of the trio reached through the 
ornamental bronze bars and_ tapped 
lightly upon the glass with a diamond 
ring. Presently he tapped again, lightly 
but firmly. A young man came up and 
opened the inner glass door slightly. 
Before he could explain that the bank 
was closed, the gentleman with the ring 
said : 

“We know it is against the rules to 
ask for admission after three, but we are 
just here from New York and wanted 
to speak to Mr. Brothers, your cashier, 
about some bonds.” His tone was 
genteel, and, when he handed a packet 
of genuine Liberty Bonds through the 
grating, the keeper of the gate was con- 
vinced of the importance and sincerity 
of the visitors. 

Immediately upon admission the three 
went to the desk of Mr. Brothers with 
their bonds in sight, and, before this 
executive was aware a hold-up was in 
progress, he was ordered at the point 
of an automatic to arise and proceed 
with them down the lobby. “It’s a 
stick-up, folks,” Mr. Brothers was in- 
structed to announce. “You'd better 
all get in the storage vault.” Those who 
might have resisted were afraid of shoot- 
ing Mr. Brothers, whom the strangers 
managed to keep in front. So, in the 
storage vault they were locked, while 
the gentlemen from the East gathered 
up $10,000 in currency and informed 
Mr. Brothers that he might as well “get 
in our car and conduct us out of the 
city.” 

No lives were lost in that job, but the 
popularity of looting banks both day 
and night was only starting. In Chi- 


Tex years ago three well dressed 


cago, a month later, a depository was 
robbed of $18,000, one banker killed, 
two others injured. Following this a 
Los Angeles institution lost two police- 
men and one teller in addition to 
$20,000 in cash. The swing to burgla- 
ries was also strong. While ten men 
were undermining the vault of a Chat 
tanooga bank, the police uncovered a 
clipping bureau in the Bronx which 
furnished gangsters information as to 
burglar preventions maintained by cer- 
tain easily accessible banks in many 
states. Gangland in all its variations 
was stepping to the front. And as 
banks fell prey to scientific night and 
day workers, insurance rates bounded 
higher and higher. 


MODERN PROTECTIVE DEVICES 


Before making up our minds as tc 
just what steps should be taken in our 
particular bank to prevent the continu- 
ance of such losses, it is necessary to 
look further than most of us can con- 
veniently arrange to do. Let’s have a 
talk first to the old-line safe companies. 
They'll explain in detail the retarded- 
action lock now on display. This de- 
velopment is widely advertised and 
needs little comment aside from the 
fact that after the combination is 
worked, the lock still refuses to open 
for a certain length of time, as pre- 
scribed by the bank. For example, say 
the action is retarded for ten minutes. 
In the event an employe is commanded 
at the point of a gun to give the com- 
bination, he does so, but says at the 
same time: “This is a retarded-action 
combination. The door will not open 
for ten minutes after the combination is 
worked.” The argument is that when 
the safe worker proves this statement 
to his own satisfaction, he will not take 
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a chance of staying about for that length 
of time. This may be true, since delays 
are admitted among yeggs as the cause 
of most “stretches in the big house.” 


BULLET-PROOF GLASS 


Again, we may profitably take a trip 
to the fixture company, for bandit-proof 
glass is now furnished in perfected 
type, which resists even machine-guns 
for a sufficient length of time to spread 
the alarm. The idea in all modern 
equipment is not so much to build our- 
selves into an entirely unapproachable 
glass house, as it is to arrange bullet- 
proof grill and resisting glass in the 
cages in such a way that tellers cannot 
be immediately covered upon the ban- 
dit’s entrance, thus giving time for at 
least one teller or official to push the 
tear-gas button or the alarm ringing 
outside vigilants. 

Speaking of tear-gas, certain installa- 
tions have been highly disappointing. 
There are no less than eight distinct 
types of gas-releasing devices, ranging 


from the old spring type that goes off 
with a bang and spreads fumes only a 
comparatively short distance to the new- 
est noiseless shell, exploded by instan- 
taneous spark, which tends to force the 
eye-teasing substance much further in 


all directions. Sufficient number of re- 
leases must be so placed that all parts 
of the room are covered within the 
shortest space of time. 

Regarding the use of bullet-proof 
glass instead of grill in tellers’ cages, 
many small banks have installed their 
fixtures directly across the room, thus 
keeping all employes and officials back 
of the fixtures, which are sufficiently 
high to prevent scaling. The doors, on 
electric button, are opened only when 
customers are known.  Bullet-proof 
glass is installed between cages, and 
also a solid piece of such glass covers the 
tellers’ windows. The dial-plate for 
making change is made in the form of a 
tray, thus permitting change to be slid 
underneath, but not allowing the muzzle 
of a gun to be aimed at the teller. 

Two defects have developed in the 


use of bullet-proof glass at tellers’ win. 
dows. First, it is difficult for the cus. 
tomer or the banker to converse, because 
sound waves do not carry through or 
up and over the glass. Second, the 
glass, although perfectly transparent, 
contains strips of a cellulose-composition, 
which tends to catch the light and pre- 
vent the customer from seeing the teller 
at certain angles. 

Happily, both of these defects have 
been overcome, although many bankers 
apparently are not aware of the fact 
and continue to “put up” with the in- 
convenience and resulting loss of 
patronage. Curiously, both of the 
drawbacks have been reduced by one 
operation, namely, cutting the glass in 
half, so that the lower section may be 
held in a perfectly perpendicular posi- 
tion, while the upper half may be 
slanted slightly out or in at the top, 
like the windshield of a car. This pre- 
vents the glare. As sound waves pass 
through a slight space, the upper glass 
is moved out about an inch from the 
top of the lower piece, thus allowing an 
opening in the mid-section. Another 
bank has overcome the sound menace by 
allowing air spaces at the edges of the 
glass. To create these spaces the glass 
is set in a cup-shaped or circular frame, 
leaving an opening around either side. 


EMPTYING THE CASH DRAWER 


Bullet-proof grill is now in use to 
some extent. Because the rods must be 
sufficiently close together to cause a 
bullet to wedge, it is difficult to see 
through the grill, and for this reason it 
has not been used except in certain in 
stances. A much more valuable con- 
tribution from the fixture companies is 
the automatic cash drawer, which, upon 
the touch of an under-edge button, per’ 
mits the contents to be swiftly and 
silently dropped into a small window 
safe below, similar to the night deposi 
tory. Thus, even with a bandit in the 
bank, there is frequently opportunity to 
touch the button which empties the 
drawer. These cash compartments are 
ingeniously constructed so that the 
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false-bottom falls open to permit cur- 
rency to drop, but snaps back into place, 
and upon examination from above ap- 
pears entirely unprepared. The window 
safe below is cast and permanently 
anchored to prevent removal should its 
existence be known to the intruder. 

Another device which has been used 
with much success affords a thoroughly 
rounded protection through an electrical 
system. When a button at any one 
of a number of points is touched, cash 
drawers slide closed and become time- 
locked, the under-counter safe holding 
cash reserves is also time-locked, grilled 
doors before the entrance of the vault 
are time-locked, the burglar alarm 
sounds and police headquarters are 
signalled. This entire operation is but 
a matter of a second or so, and the 
result forestalls any day-time robbery 
where time is a major factor of success. 

Which reminds us of the banker in 
Arkansas who was robbed of $1000, but 
gloried so much in the fact that the 
thugs had overlooked $3000 additional 
that he let it be known his one and only 
teller always kept most of his currency 
hidden in a false bank directory. It 
was a regular directory, but a large 
pocket had been cut at the back of the 
leaves, so that the pages remained intact 
on the outer edges and glued together 
on the inside. It was a very ordinary 
looking book and therefore might have 
proved of deceptive value indefinitely 
had its owner not boasted of the success 
of the hidden compartment on this one 
occasion. Three months later his bank 
was robbed again, and this time the book 
was taken too. No doubt it proved 
most instructive. 

A considerable part of the under- 
world prides itself on keeping informed 
of new developments in protective de- 
vices. The game is to keep one step 
ahead of such inventions, and, to date, 
those who make it their business to 
break the law have found a way of 
doing so. 

“The perfect crime,” says Jay V. Wil- 
cox, well known inventor, “has never 
been carried out.” Then he goes on to 


Jay V. Witcox 


Inventor of the “ray-o-larm™ 


say that devices to prevent crime have 
likewise developed vulnerable spots. 


THE NEW “RAY-O-LARM” 


Mr. Wilcox and assistants have 
worked for the best part of two years in 
developing a signal system for day or 
night use in banks that works auto- 
matically and cannot be thwarted. It 
has been adopted by a number of in- 
stitutions both large and small, and, ac- 
cording to reports, is apparently going 
to require a lot of time for the under- 
world gang to overcome. It is a simple 
device and Mr. Wilcox has temporarily 
labelled it “ray-o-larm.” Just as doors 
in a Manhattan cafe are now opened 
automatically by electric beams when a 
guest approaches, so this invisible ray 
sets off an alarm, releases tear-gas, and 
rings bells at distant vigilant points 
when it is intercepted by bandit, bur- 
glar, smoke or fire. 

Of his new invention Mr. Wilcox 
says: “Our job was not only to capture 
the elusive ray, but to learn to control 
it in such a way that no burglar or 
bandit could destroy it. Photo electric 
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cells are not new, but they had to be 
made fool-proof.” 

Although considerable publicity has 
been given the ray, a brief summary of 
its effectiveness may be worth while to 
bankers studying the various develop- 
ments in this field. In the first place, it 
is an evolution of the wire the bankers 
stretched across the banking room each 
evening back in the nineties. Only two 
feet above the floor, it was believed a 
burglar would stumble and set off the 
alarm to which the wire was attached. 

If the wire system worked, the present 
ray should do wonders, for the wire is 
now replaced with an imperceptible 
beam of light. The moment a human 
passes through any part of the ray, dis- 
tant alarms are going, while the burglar 
is unaware that he has, by his own 
movements, made his presence known to 
the banker, the police, the telephone 
company and any others who desire such 
news. 

“In the day time,” explains a Kansas 
bank, “we arrange to focus the ray two 
feet above the heads of the employes. 
If bandits enter, our folks may raise 
their hands, which we understand is cus- 
tomary. This breaks the ray, which 
then automatically discharges tear-gas 
and rings bells at the offices of six vigi- 
lants up and down our street.” 

Most banks have this system controlled 
automatically by electric time clock in 
the vault. The only apparatus in the 
banking room is the electric eye—which 
is camouflaged to look like an innocent 
alarm clock—and any electric light on 
which the eye is focused completes the 
set-up. If either the eye or the light is 
tampered with in any way the alarm is 
set going. As many eyes as needed, ac- 
cording to the size of the bank, may be 
in operation with the same alarm sys- 
tem. It is quite amazing to pass a hand 
back and forth through the ray and hear 
a bell respond each time. Because smoke 
also sets off the alarm, it gives immediate 
notice of a conflagration. Most banks 
having this plan in operation have de- 
cided to make no public mention of the 
fact, which, however, will not keep the 
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bank worker from knowing about it, 
And, judging from the statement by 
Professor Steuben, criminologist, that 
438 bank burglaries out of 500 have 
been committed when electric systems 
were not being used, we conclude that 
the chaps who sit up nights planning 
bank robberies keep away from intricate 
electric alarms such as this. 


A GUNNER IN THE BALCONY 


There will always be a few banks vot- 
ing to install an arsenal up on the bal- 
cony or over the front door with a 
crack-shot stationed therein. Shortly 
after these steely gunner chambers are 
on display, customers make the remark 
that “the fellow up there with the gun 
always makes me think the bank is going 
to be robbed and I’m going to be in it.” 
Sort of constant reminders, we may say. 
The same holds true for too many uni- 
formed guards in larger lobbies. A 
sentry or two in plain clothes serves the 
purpose much better than too conspicu- 
ous anti-bandit machinery, as far as pub- 
lic opinion is concerned. 

Small country banks are constantly 
facing the problem of carrying money. 
‘And, with a network of smooth high- 
ways, there is continuous danger of visits 
from city criminals. “We've carried 
money for years,” says J. H. Woodward 
of Massachusetts. “We always wrap 
all the dollar bills in newspaper, making 
a sizable package. Larger currency we 
secrete about our person in small lots. 
When we walk out to the car we carry 
the large package of one’s and place it 
on the front seat. We were robbed five 
years ago. They ran us into the curb, 
took the package of one’s and didn’t ask 
for more.” 


GOOD RULES FOR COUNTRY BANKS 


Practically all banks have adopted the 
rule of carrying as small an amount of 
actual cash on hand as possible. Tellers 
are instructed to keep only a minimum 
of change and currency in the cage. 
When additional is needed, it is more 
practical to make repeated trips to the 
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vault than to assume the possibility of 
loss through hold-up. Vaults are kept 
locked during the day. 

Again, banks have been continually 
urged by city, county and state authori- 
ties to arrange with local vigilants who 
have deputy sheriff commissions and 
firearms readily available. Most institu- 
tions have faithfully carried out the or- 
der, but many have failed to choose their 
vigilants carefully. Good eyes, ears, 
nerves and continual practice with the 
gun are compulsory requirements of 
vigilants. Whether or not they have 
these requisites is the first consideration. 
Their nearness to the bank is second. 

The history of petty larceny reveals 
that poverty and liquor are ordinarily 
the underlying causes. Grand larceny 
has been achieved by a higher type of 
mental inebriate. Thefts of large de- 


The Gold 


HERE is nothing especially virtu- 
ik in maintaining a gold standard. 
One of silver would be just as 
good, or one of beaver skins or rabbit 
skins. There is, however, something 
virtuous about not changing the stand- 
ard or inflating or deflating the currency. 
We have in our desk several bills— 
some for fifty million marks, some for 
a hundred million marks. They are 
mute reminders of the days when Ger- 
mans carried money in baskets and 
rushed to spend it as soon as they were 
paid off so that it would not become 
utterly worthless in their hands. To- 
day the nations that went through 
inflation are the strongest for a fixed 
stable standard, which they think is a 
gold standard. In days of inflation the 
big financier may be hurt, but the small 
man is ruined. 

In his weekly talk from Washington 
Frederick William Wile warns us not 
to get alarmed over the actions of the 
President. He says that Mr. Roosevelt 
is for sound money and will not take 
action to unduly inflate the currency. 


nomination are more frequently con- 
ducted by organized crime. Sometimes 
the gang is local, and again it works in 
series under the direction of a master 
mind. A certain understanding of the 
basic character of the men we are to 
frustrate is necessary in order to develop 
individual equipment for our bank. 

Conferences with local or state insur- 
ance commissioners are usually worth 
the time. Certainly preventive meas- 
ures that will reduce insurance rates are 
worth considering. Most banks with a 
small expenditure may greatly strengthen 
their position in regard to crime. Bank 
friskers are like all other chisellers. They 
are taking the line of least resistance— 
passing up the job that offers the greatest 
difficulty. The proverbial ounce of pre- 
vention may be the means of turning 
the rising tide of bank plunder. 


Standard 


Mr. Wile is a well informed man and 
apt to be right. But this sudden action 
in going off the gold standard has noth- 
ing mysterious about it. It is war— 
economic war. If the so-called patriotic 
societies could comprehend what it was 
all about, they would call it “national 
defense,” but their views seldom go be- 
yond TNT. It is national defense, or 
national offense, as you choose to look 
at it. It is a high explosive shell sent 
toward France and England. Mr. Mac- 
Donald took it like the gentleman and 
Christian that he is, but it was a blow 
nevertheless. And it happened when 
the foreign delegates were on the high 
seas. We now can fight with sharper 
knives, or swap with a fancier horse, 
or enter the poker game with better 
cards. 

The action of the President has one 
merit at least! It: makes more of us 
realize the necessity of an International 
Economic Conference and the vital im- 
portance, to every man with a dollar 
in the savings bank or in an insurance 
policy, of the Conference that has been 
called—The Christian Leader. 
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for salesmen 


Your sales representatives cover more ground at 
less cost when they use Long Distance. (Phila- 


delphia to New York, 50c). 


Long Distance telephone service has proved 
itself a reliable business-getter. It has played an 
important part in sales campaigns for refriger- 
ators, furniture, oranges, hats, coal, securities. 


(Cleveland to Pittsburgh, 70c). 


Many of these campaigns have been conducted 
in accordance with plans developed by Bell 
System commercial men. Information about them, 
and suggestions for a plan applied to your Busi- 
ness, can be secured by calling the telephone Busi- 


ness Office. (Chicago to St. Louis, $1.25). 


Charges listed above are for station to station, daytime calls. Evening and night 
rates are considerably lower. Where the charge is 50c or more a federal tax applies 
as follows: 50c to 99c, tax 10c; $1.00 to $1.99, tax 15c; $2.00 or more, tax 20c. 





Capital, Capacity and Character 


How Does the Present Situation Affect Their Importance? 


By JoHNn H. Peto 


Worthington Pump and 


EW credit problems have come 
into existence as a result of the 


present economic conditions af- 
fecting capital, capacity and character. 
Net worths having been, in most cases, 
materially reduced, a more minute and 
wider scope in credit investigation is 
necessary. 

Due to the economic effects on capital 
and capacity, character has assumed a 
somewhat tangible value and may oft- 
times be the deciding factor in the ap- 
proval of an order. Caution must, how- 
ever, be exercised, for a customer may 
enjoy the best possible reputation as to 
character yet cause a loss to his credi- 
tors. This could result by the taking of 
a contract too large for the capital and 
capacity involved or by underbidding to 
such an extent that labor claims would 
absorb all moneys due. Co-operation 
between manufacturers and dealers 
would tend to eliminate many such 
losses. 


DEALER NEEDS AID OF MANUFACTURER 


The dealer who obtains a contract 
for an amount larger than present capi- 
tal permits him to handle, needs the aid 
of the manufacturer in order to carry 
such a contract through successfully. If 
the dealer’s past reputation shows him 
to be of a good character and possessed 
of the capacity necessary to properly 
execute such a contract, it is good busi- 
ness for the manufacturer to co-operate 
with the dealer, who in turn must ex- 
pect to take the credit man into his 
confidence if the aid of the manufac- 
turer is desired. 

When such conditions arise the 
manufacturer should ascertain whether 
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Machinery Corporation 


the dealer’s contract is one that will 
permit a fair margin of profit after all 
costs have been reckoned. Is it favor- 
able in other respects? Is there a deliv- 
ery or time penalty clause? 

The financial responsibility of the 
contracting party should be investigated 
by the manufacturer, who should be en- 
tirely satisfied that his dealer has a good 
risk before agreeing to any extended 
terms; naturally, the dealer's ability to 
pay is governed by the terms under 
which the sale is consummated and the 
reliability of the dealer's customer. 
Oftentimes manufacturers endeavor to 
exact terms from their dealers which are 
not possible to keep at the outset. The 
dealer, fearing credit will be refused 
unless the manufacturer’s terms are 
agreed to, accepts them even though his 
first or full payment will not be due 
under the terms of the contract or order 
until after the manufacturer’s terms 
have expired. Under the circumstances, 
the manufacturer is really a party to the 
customer's deceit and subsequent de- 
linquency by failing to recognize condi- 
tions as they are. 


MORE LIBERAL TERMS NECESSARY 


Due to lower net worths more liberal 
terms are necessary if business is to con- 
tinue and volume eventually be regained. 
Extended terms are dependent upon 
amount involved, class of merchandise 
purchased, immediate and future pros- 
pects of purchaser and also the type 
and habits of the purchaser. The ex- 
tent to which such a policy can be car- 
ried depends upon the capacity of the 
manufacturer interested, and it is in- 
cumbent upon the credit man to get all 
of the facts regardless of the amount 
involved. 
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There is perhaps more research and 
effort needed in obtaining detailed in- 
formation on accounts up to $10,000 
than on those above that amount. The 
so-called little fellow is oft-times reluc- 
tant to divulge his affairs, due sometimes 
to a misconception of the manufactur- 
ers purpose, whereas the financial re- 
sponsibility of those whose purchases 
run into many thousands of dollars is 
invariably a matter of public record and 
less resistance is met in the securing of 
complete facts from such customers. 

On large contracts the manufacturer 
is often protected by a bond, in which 
case the responsibility of the bonding 
company and the extent to which the 
bond covers the sub-contractors ‘is of 
prime importance. When the risk in- 
volved does not warrant the extension 
of regular credit terms there are several 
methods of handling which the credit 
man may employ depending upon the 
degree of caution necessary. The trade 
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acceptance, owner's guarantee, assign- 
ment by dealer of amount due manu- 
facturer or billing direct to dealer’s cus- 
tomer with commission to dealer—all 
have their particular advantages. 


QUALIFICATIONS OF GOOD CREDIT MAN 


So we find that the credit man today, 
in order to handle the present situation 
more intelligently, must have varied 
qualifications. He must be both ac- 
countant and analyst in order to deter- 
mine the present financial condition of 
a business; he should be able to inter- 
pret business trends; he should be able 
to form a projected picture of a business 
at the maturity of an extended term 
obligation. The opportunity afforded 
the credit man for sales promotion 
should not be overlooked. With finan- 
cial structures changing daily the credit 
man must always be both the student 
and the teacher. 


“In my opinion, pessimism about our financial position 


has no justification in fact. 


The decline in the yield of 


taxes reflects a decline in national income, which again is 
intimately associated with ‘a fall in prices; and a fall in 
world prices affects the capacity of our customers to buy 
from us and also sterling prices. 

“Although it is impossible to say whether this long- 
drawn-out fall in world prices has yet ended, nevertheless 
sterling prices, which are more important to us, have re- 
mained steady for the last eighteen months. 

“I feel most hopeful. The prospect for any considerable 
advance toward prosperity lies in collaboration with other 
nations.—Neville Chamberlain, British Chancellor of the 
Exchequer. 





Pound Sterling, Debts and Empire 


By C. J. S. Spriccr 


Financial Editor, The Manchester Guardian 


in Great Britain was no doubt 

precipitated by the aggravation of 
European political discord at the end 
of 1930 and the beginning of 1931. 
Twice already the French banks had 
suddenly withdrawn short deposits 
from their German correspondents fol- 
lowing outbreaks of an aggressive mood 
in Germany. And on each occasion— 
the first was during the Young Plan 


Tin suspension of the gold standard 


summer the intentions of the French 
to withdraw their money from London 
were manifested in quite abnormal rates 
for forward pounds. The French banks 
were probably drawing in their money 
simply in order to swell their cash 
reserves, for French banks are still 
cautious to a degree beside which 
English bankers appear adventurous. 
The fact remains that they did not 
consider short claims on London an 


“The true issue is, Are we trying to go back or forward to 
‘normality’ of some familiar sort, or forward (if it is forward) 


to a new historical phase? 


Whether the new phase be a socialist 


‘Little England’ or an enclosed imperial ‘Greater Britain,’ it is 
offered as an alternative to the Liberal Britain we were brought 


up in—the Britain which for better or worse made the world a 
financial unit, and taught it to settle its accounts in gold.” 


Conference, when Dr. Schacht showed 
some pugnacity, the second was a few 
months later on the electoral triumphs 
of the Hitlerites—the London banks, 
also deeply committed in Germany, 
felt some preoccupation for the position 
of their debtors. The third French 
withdrawal of deposits, in the spring 
of 1931, following the proposed 
Austro-German customs agreement, was 
far more serious. The British banks, 
acting on an admonition to do every- 
thing possible to maintain Germany’s 
solvency, did not attempt to call in 
money from Central Europe. They 
permitted the Franco-German position 
to become exceedingly acute without 
reducing their creditor positions in 
Central Europe, although these were 
the counterpart of borrowings which 
might be called in from London by 
foreign lenders. In fact, early in the 


adequately liquid asset in an emer- 
gency; and for that, the reasons were 
to seek in opinions then current regard- 
in the economic position of Great 
Britain and of Great Britain’s zone of 
financial domination overseas (which 


will be defined below). 
ADVERSE TRADE BALANCE NOT ALARMING 


A number of French critics in 1931 
called attention above all to the fall 
of British exports, which was not being 
offset by any reduction in wages or 
other measures to restore competitive 
power. The diagnosis they gave was 
confessedly alarming. Export values in 
1931 were little more than half those 
in 1928. Yet in view of the parallel 
decline of imports this need not in 
itself have betokened any abrupt finan- 
cial crisis, for the adverse trade balance 
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was only £60,000,000 greater in 1931 
than in 1928, and in 1928 British 
subjects were reckoned to have a 
balance as large as £120,000,000 for 
additional investment abroad. The in- 
creased import surplus was not in itself 
large enough to absorb the national 
credit balance, and so to imperil the 
currency. Much more sudden and 
disturbing, though less obvious and less 
interesting to the politicians, was the 
gathering distress in the countries 
termed above “Britain’s zone of finan- 
cial domination’” — India, Australia, 
Argentina and New Zealand, from 
which a large annual income was due 
to British subjects. In the beginning 
of 1931 India and Australia in particu- 
lar were piling up short debts in 
London for the support of their ex- 
changes. London was in this way the 
intermediary between those countries 
and their non-British suppliers and 
creditors. The gist of the argument 
outlined above is that the British 


authorities suspended the gold standard 
under the pressure of (1) political 


disturbances on the Continent to which 
Great Britain remained extraneous, 
(2) difficulties in the Empire and other 
primary producing countries from 
which the British nation draws an 
income, but to which it also has to 
grant support in difficult times. The 
difficulties were due to the decline of 
prices, at gathering speed, from 1925 
onwards. This version excludes the 
French thesis, largely echoed by the 
British protectionists, that the financial 
balance on which the pound depended 
was due to a spendthrift expansion of 
imports into Britain, financed by a 
mistaken high-wage policy not justified 
by earnings. 

CAUSES OF BREAKDOWN OF THE GOLD 

STANDARD 


The breakdown of the gold standard, 
then, was in the British opinion due 
(1) to the Franco-German feud, ex- 
acerbated by reparations (2) to the 
price-fall of non-British origin; and 
British opinion generally upheld the 


view that the war debt system of which 
France and the United States were the 
ultimate beneficiaries was the cause of 
the world fall in prices which ali were 
bewailing because the debts, too big 
to be met out of debtors’ earnings 
without a great expansion of world 
trade, had to be met either by curtail- 
ment of foreign purchases by the 
debtors—i.e. contraction of trade—or 
out of international reserves—i. e. gold. 
But the gold in the world was far too 
small in volume for this not to result 
in a world gold-scramble. Great num- 
bers of people in Great Britain were 
thus strongly inclined, once the gold 
standard had been sacrificed, to try and 
withdraw into a sub-world consisting 
of the British zone of financial domina- 
tion, together with a few other coun- 
tries, thrown in for the sake of political 
sympathies. (Canada, for example, can 
hardly be considered as coming within 
the British zone.) Within this zone 
the pound sterling would be the 
medium of reckoning, irrespective of its 
gold value. Britain, as the creditor 
country, would lose on interest pay- 
ments made in sterling but would be 
able to sell more both outside the 
sterling area and in countries (Aus- 
tralia, Argentina, etc.) with currencies 
already depreciated by a margin which, 
it was expected, would now be reduced. 
War debts would exercise no baneful 
influence in this sub-world. 


A PAPER CURRENCY UNRELATED TO GOLD 


Statesmen, bankers and financiers 
outside Great Britain have generally 
been very sceptical about this wide- 
spread British ambition to get along 
with a paper currency unrelated to 
gold. Those countries which have 
existed on a paper currency in recent 
times recall their own inflationary crises 
(France, Germany, Italy and Belgium) ; 
those which have either steadily main- 
tained the gold standard or have only 
temporarily abandoned it as one in a 
crowd can hardly envisage a country 
dropping the gold unit and carrying on 
exactly as before. Much anti-gold talk 
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in Britain is obviously loose, and the 
number of people who realize the 
hazards of a measure of value deter- 
mined by the persistence of traditions— 
the sole safeguard against inflation— 
is very small. Yet for readers outside 
Britain one should emphasize the 
strength of the widespread view that 
the use of gold as a measure of value 
is obsolete, and that a “managed” cur- 
rency, of no intrinsic value, but with 
a scarcity value conferred by the care- 
ful control of its supply by central 
banking authorities, can be safely 
adopted as the unit of all economic 
calculations. The opinion can be held 
in varying nuances—some would abro- 
gate the gold standard only so long as 
the gold-expressed war debts predispose 
countries to lower their price levels in 
the way indicated above, while some 
look further ahead and regard the gold 
standard as permanently obsolete. At 
present, between these extremes, there 
is a block of opinion vaguely, but 
strongly, opposed to any return to 
gold within two or three years. 


CONFLICTING VIEWS 


The above description of the British 
attitude is written rather from outside 


the preserves of technical finance. The 
“breakdown of the gold standard” has 
been accepted as a simple fact, and 
the return to the gold standard as a 
clear-cut aim which few desire to 
pursue immediately, and some would 
renounce forever. Looking at the 
matter from within the preserves of 
finance, we find these differences of 
ultimate aim resolved into less dramatic 
differences of daily practice. 

The distinction between being “on 
gold” and “off gold” is not so clear-cut 
in practice as it seems to be in popular 
theory. There are degrees of being 
“on” or “off.” The British govern- 
ment have now suspended the gold 
convertibility of the note issue, but 
not the obligation of the Bank of Eng- 
land to hold gold cover against all 
notes in excess of the fiduciary issue. 
In the latter respect the bank’s position 
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today is just what it was a month 
before the gold standard bill passed into 
law. The attachment of the note issue 
to the gold reserve is, confessedly, a 
rather lax one, because the treasury 
can by a simple administrative act 
alter the total of the fiduciary issue: 
but that was as true in 1931 (when the 
treasury did raise the total from £260 
millions to £275 millions) as it is 
today. Again, the fact that the British 
treasury utilizes a fund of £150 
millions for the purpose of “exchange 
equalization,” signified—extremely vague 
though the definitions of this word are 
—that it has to try to “equalize” 
sterling to something else, which can 
only be gold and the gold currencies. 
So that although Britain is “off gold,” 
the government and the Bank of Eng- 
land can still plead a formal obligation 
to maintain the sterling financial system 
in equilibrium with the gold standard 
system, though this is capable of a 
flexible interpretation. The practical 
question is, how far ought the authori- 
ties to try to maintain this equi- 
librium. and how far ought they to 
ignore the task? Keeping in equilib- 
rium with the gold standard means 
two things: (1) aiming at keeping the 
British price level somewhat in line 
with the gold price level; (2) maintain- 
ing some internationally valid central 
bank reserves—i.e. reserves of gold or 
of gold-equivalent currencies. Between 
those who on the whole desire to keep 
this equilibrium, and those who want 
to act solely in reference to an internal 
equilibrium, measured by stable prices, 
discussion and argument proceed all 
the time. The discussions and argu’ 
ments of those somewhat “behind the 
scenes” partly overlap with the argu- 
ments addressed to general readers and 
listeners-in. The party desiring to 
act somewhat in accordance with gold 
standard technique corresponds to a 
public opinion looking for business re- 
covery on traditional lines, the other 
party exists in alliance with revolution- 
aries of both imperialist and socialist 
tendency. Thus the opposition to the 
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gold standard, and to any line of policy 
fitting in with an ultimate return to 
the gold standard, tends to be voiced 
by popular politicians and _ publicists, 
whose agreement on this one point 
conceals however a deep conflict on 
further aims. 

The contrast between the parties 
(which may be called goldites and 
sterlingites), came to clear light on 
December 15 when the British govern- 
ment paid a half-year’s installment of 
interest and a full year’s sinking fund 
on the war debt to the U.S.A. The 
payment was made in gold (£19,500,000 
gold equivalent to £29,000,000 at cur- 
rent exchange), and the question then 
arose, how should this gold loss be 
regarded? From the viewpoint of the 
sterlingites gold is an obsolete measure 
of value which has proved utterly use- 
less in the past fifteen years, having 
first of all halved in value (1914-1921) 
and then tripled in value (1921-1932). 
Therefore, they say, let us make ready 
for a rational currency system, in which 


gold reserves will be entirely discarded. 
The government has paid £19,500,000 
of gold to the U. S. A.—well, what 
difference does that make to anybody? 


Who in Great Britain need be the 
poorer in purchasing power on that 
account? Why should the bank’s note- 
issuing powers be limited merely be- 
cause its vaults are less cluttered up 
with dazzling mineral? As one econo- 
mist put it, “There is no reason for 
the governor of the bank to take more 
account of the amount of gold in the 
vaults than of the amount of coal in 
the cellars.” This partly, then, urged 
the treasury—which paid the bank 
for the gold in treasury bills—forth- 
with to raise the fiduciary issue by 
the same amount, so that in point of 
fact the bank should treat the new 
treasury bills as cover for notes on 
exactly the same footing as the gold it 
had just parted with, a government 
promise to pay being accepted, within 
the sterling sub-world, as every bit as 
reliable a value as a few hundred bars 
of gold. That line was taken by The 
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Economist and The Financial News 
and the publicist of the Midland Bank, 
representing the views of Reginald Mc- 
Kenna. 

The goldites—meaning, be it recalled, 
not only the few who desire forthwith 
to return to gold convertibility of notes 
but all those who broadly desire to 
keep the sterling system in touch with 
the gold standard systems of the 
U.S.A. and Europe—opposed _ that 
suggestion, and the fiduciary issue has 
been left at £275,000,000: in other 
words the Bank of England’s power 
to issue notes is actually curtailed by 
£19,500,000 as a consequence of the 
debt payment in gold to the U.S.A. 
And yet, at the same time, suggestions 
are conveyed in recent bank returns 
that this apparent manifestation of 
attachment (at one remove) to the gold 
standard, this act of solidarity with the 
gold standard system in which some 
sort of ratio has been observed between 
legal volume of currency and volume 
of gold reserves, is not quite real. 

The Macmillan Committee on Finance 
and Industry, in its report, issued in 
1931, revealed that the ten London 
clearing banks habitually keep in their 
vaults reserves of bank notes far in 
excess of any demand _ experienced 
in recent years. They are, in fact, 
reserves traditionally held against the 
contingency of a run on the banks, 
and there has been no run on a bank 
in Great Britain for generations. (We 
light-heartedly assume there never will 
be one again.) Already the Macmillan 
Committee suggested that by transfer- 
ring, say, £40 millions of those ndtes to 
the vaults of the Bank of England the 
banks could correspondingly increase 
the Bank of England’s effective note- 
issuing powers within the provisions 
of the present laws. This recommenda- 
tion has evidently now been acted upon. 
The usual Christmas expansion of the 
note issue was largely offset by the 
clearing banks meeting it out of their 
own reserves instead of drawing the 
notes from the Bank of England. In 
the week before Christmas the Bank of 
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England actually showed a diminished 
note issue! Evidently the check on 
the note issue constituted by the gold 
backing provisions in the bank acts 
are rendered quite illusory if the bank 
can simply offset its gold losses by 
drawing on the note reserves of its 
customers. 


WHAT COURSE FOR THE FUTURE 


In the second section of this article 
not much more has been shown than 
the the treasury and the Bank of Eng- 
land have at present a very great lati- 
tude in their choice of behavior. They 
can act very much as though we were 
already back “on gold” (or had never 
been “off” it), and point to laws oblig- 
ing them to this line of conduct. Or 
they can get around these laws in a 
variety of ways, the treasury by alter- 
ing the figure of the fiduciary issue, the 
bank by transferring note reserves to 
and fro between its own vaults (where 
they rank as out of circulation) and its 
customers’ vaults (where they rank as 
in circulation). 

Is the public discussion of currency 
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questions, then, with arguments for and 
against a return to gold, and pressure 
upon politicians and bankers to prepare 
or resist such a return, futile? Well, 
certainly much of it is aimed consider- 
ably beside the mark, when the 
responsible managers of the currency 
can interpret their functions with so 
little regard to change of legislation. 
But the vagaries of controversy are a 
sign of the mental atmosphere in which 
the responsible, as well as the irrespon- 
sible, live, and bigger issues of national 
policy are becoming apparent through 
the mist. The true issue is, as hinted 
above, Are we trying to go back or 
forward to “normality” of some familiar 
sort, or forward (if it is forward) to a 
new historical phase? Whether the 
new phase be a socialist “Little Eng- 
land” or an enclosed imperial “Greater 
Britain,” it is offered as an alternative 
to the Liberal Britain we were brought 
up in—the Britain which for better 
or worse made the world a financial 
unit, and taught it to settle its accounts 
in gold. 


“Out of the confusion of the last four years, there seems 
to be growing a broad conviction of this truth, namely, that 
we live by world trade and that world trade rests upon 
these three things, gold exchange, silver exchange and con- 


fidence. 


It cannot rest upon any one, or any two, of these 


foundations, but must rest squarely on all three.”—H. C. 


Dudley. 





Saving Money on Blanket Bonds 


How Parent Banks May Cover Their Controlled Institutions 


By JoHN H. MAGEE 


HEN the beautiful goddess 

\X / mother of Achilles would pro- 

vide her son with the gift of 
invulnerability, she carried him to the 
River Styx and immersed him in the 
magic waters of the dread stream. 
Wherever the water touched the child 
he was thenceforth impervious to in- 
jury. 

The mother, as she dipped the child, 
held him by the heel, and this tiny 
portion of the body not laved by the 
waters of the river remained the only 
vulnerable part. Nor was the careless 
ness without its consequences, for a 
poisoned arrow striking the warrior in 
the heel caused his death. 

In the providing of an insurance pro- 
gram, it has ever been the aim of in 
sured and insurers alike to effect a plan 
that would so integrate the various 
necessary coverages as to eliminate the 
necessary expense attendant upon over- 
lapping, and at the same time provide a 
protection free from vulnerable weak- 
nesses. 

An insurance program that recog: 
nizes the many hazards attendant upon 
the risk, and at great cost provides in- 
surance coverage for each, is very likely 
to leave vulnerable openings. In spite 
of the large sums set aside for insurance 
premiums, the assured is without ade- 
quate protection. The disaster to the 
institution, and the humiliation reserved 
for those upon whom the responsibility 
rests when losses of this character occur, 
can readily be anticipated. 


ADVANTAGES OF THE BLANKET BOND 


To provide a form of protection for 
banks and financial institutions that will 
be both economical and complete, the 
bankers’ blanket bond has been devised. 
The coverage’ is sufficiently broad to 
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cover the usual hazards ordinarily made 
the subject of insurance by banking in- 
stitutions, and at the same time to 
integrate them so as to avoid the dup- 
lication that frequently results when 
separate insurance policies are provided. 
And what is more important, there is 
little danger of a failure to provide a 
coverage ample enough to include with- 
in its scope vulnerable points that might 
ordinarily be overlooked or neglected. 
The best brains of the banking and in- 
surance worlds have co-operated in 
turning out a form of insurance cover- 
age as complete as human ingenuity 
can devise. 

It is not the purpose here to describe 
at length the bankers’ blanket bond. It 
is rather the intention to point out the 
economical use of the bond in the in- 
stance where banks have secured con- 
trol of neighboring banks, and yet con- 
tinue to operate the acquired institutions 
as independent banks, without merging 
them with the parent institution or 
submerging their identity. It fre 
quently happens, for example, that the 
parent banks owns all of the stock or 
at least control of the acquired institu- 
tion, yet prefers to distribute qualifying 
shares among the former directors, re- 
tain the institution’s name, and operate 
it as an entirely independent institution, 
carrying its securities in its portfolio of 
investments. 

When the parent bank has seen the 
wisdom of the coverage provided by the 
bankers’ blanket bond, it is the usual 
procedure to insist that controlled in- 
stitutions, if they do not already have 
it, provide themselves with similar pro 
tection. When the controlled institu 
tion merges with the parent banks, 
loses its former identity and becomes 
merely a branch of a larger organiza- 
tion, the matter of extending the cover’ 
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age to the newly-acquired institution is 
a simple matter. A branch basic charge 
is computed in the premium, with a 
further consideration of the number of 
employes and accounts. The situation 
presents a slightly different situation, 
however, where the acquired institu- 
tion retains its identity as a separate 
and distinct corporate organization. 

Let us suppose a case of a parent 
bank with two branches in neighboring 
cities, and one agency to receive de 
posits and pay checks. This institu- 
tion now acquires control of another 
bank in a neighboring city, that itself 
has an agency in still another location. 
Still later it acquires a second bank. As 
a matter of business policy, it decides 
not to destroy the identity of the two 
last mentioned banks. The newly-ac- 
quired banks have in one instance a 
bankers’ blanket bond, and in the other 
a miscellaneous collection of bonds, 
robbery and burglary policies. The 
problem that presents itself is the most 
economical program consistent with 
complete protection. 

There is a clause in the bond manual 
that makes provision for just this situa- 
tion, a clause, however that is appar- 
ently little known to those not inti- 
mately connected with this branch of 
the bonding business. It provides for 
the treatment of a controlled bank, 
where 50 per cent. or more of the 
stock of the controlled institution is 
held by the parent bank. In such 
cases the controlled bank, in so far as 
extending the blanket bond coverage or 
computing the premium is concerned, 
may be treated exactly like a branch. 
Even in a comparatively small group of 
banks the premium thus saved over a 
separate bond for each corporate entity 
may run as high as several thousand 
dollars. 


TECHNICAL DIFFICULTIES 


From the point of view of the in- 
surance underwriter, once the rule was 
incorporated in the manual the rest was 


simple. Occasionally there have arisen 
certain difficulties, purely technical, that 
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required a careful wording of the bond 
and endorsements to make a single bond 
serve for more than one corporate 
entity. The laws of the particular state 
had to be carefully considered, and the 
bond made to satisfy the requirements 
of the bank examiner. 

Ordinarily a blanket bond is written 
naming the assured and the principal 
office, then designating the branches and 
agencies. Bonds were written in the 
same manner designating the parent in- 
stitution as assured, and listing them as 
included within the protection of the 
bond the controlled institutions, 
branches and agencies. From the point 
of view of the banks, this seemed en- 
tirely satisfactory. It developed, how- 
ever, that the subsidiary institutions, 
while fully insured, would collect 
through the parent institution, and 
where the law required a minimum 
bond for every band this was not re- 
garded as strict compliance. This last 
difficulty was overcome by naming each 
separate corporate entity as assureds. 
This in connection with a clause incor- 
porated in the bond which automati- 
cally reinstates it to its full amount 
upon the discovery of a loss in any 
one institution, the premium for the re- 
instatement to be computed and paid 
after the extent of the loss has been 
determined, assures each bank of the 
maximum protection under the bond, as 
if several separate bonds were written 
each for a like amount but at a very 
much greater cost. 

Then there was another difficulty that 
made its appearance. This time it was 
from the point of view of the banks. 
If the controlled institution as an in- 
dependent bank had carried for a num- 
ber of years a blanket bond, there is 
manifest reluctance upon the part of 
the bank to break the continuity of 
coverage. Shortages are frequently dis- 
covered a considerable period after their 
actual occurrence. Nor is it always easy 
to indicate exactly the date of the loss. 
The responsibility of proving the loss, 
of course, rests upon the assured and if 


the bond is changed the period for 
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giving notice may expire. Conse- 
quently, it is felt that a long-continued 
coverage in a single company will tend 
to eliminate the necessity of indicating 
the exact date of a loss where that is 
dificult to determine and perhaps in 
any case uncertain. 

This difficulty has been cleared up 
by endorsing the bond as follows: 

“That the attached bond shall be con- 
strued to cover, subject to its terms, 
conditions and limitations, any loss or 
losses under the prior bond which shall 
be discovered after the expiration of 
the time limited for the discovery of 
loss thereunder and before the expira- 
tion of the time limited in the attached 
bond for discovery of loss thereunder, 
and which would have been recoverable 
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under the prior bond had it continued 
in force.” 

By this means the new bond picks up 
the liability of the bond to be dropped, 
so that an old loss discovered at a time 
too late to hold the expired bond 
liable may be collected under the new 
bond exactly as if the coverage had 
been continuous and uninterrupted. 

The inclusion of controlled institu- 
tions within the scope of the blanket 
bond of the parent institution effects a 
saving in premium that often amounts 
to thousands of dollars. The fact that 
such a bond can be written and the 
means of effectively writing it so as to 
make it meet with the requirements of 
the bank’s examiners are information of 
value and are surprisingly little known 
to bank officials. 


Urges Extension of Clearing-House Associa- 
tions on Bankers 


THE further extension of the benefits of 
clearing-house associations to banks of even 
the smallest country communities as the 
best means of re-establishing faith in the 
financial structure is urged upon the banks 
of New York State by Herman H. Griswold, 
president of the New York State Bankers 
Association, in a statement in which he 
announced that thirty-five counties of the 
state are now represented by twenty-five 
regional clearing-house associations. Mr. 
Griswold is president of the First National 
Bank & Trust Co., Elmira, N. Y. 

“There never has been a time when it 
was so necessary for bankers to unite in 
effective organizations as at present,” Mr. 
Griswold states. “The time has come when 
we must bind ourselves together in a 
stronger manner if our unit banking system 
is to survive. 

“We all realize the grave consequences 
that were avoided through the national 
bank holiday,” he continues. ‘The temper 
of the people has changed abruptly from 
condemnation and fear to confidence and 
the belief that contemplated banking re- 
forms will help to restore our prosperity. 
The bankers themselves now have a great 


opportunity to re-establish faith in our finan- 
cial structure. That opportunity lies in 
effective organization among _ themselves. 
The need of the hour is for an organization 
that will place every individual banking insti- 
tution unqualifiedly behind it through the 
act of its board of directors. 

“The regional clearing-house association is 
the most effective instrument yet devised for 
this purpose. It will extend to the smallest 
country bank the benefits which have accrued 
to the members of our clearing-house associa- 
tions for many years. We have at the 
present time in New York State twenty-five 
regional clearing-house associations repre- 
senting about thirty-five counties. 

“We believe the banks of our state have 
been infinitely strengthened to meet such 
emergencies as we are still facing. Changes 
in our economic and financial structure are 
coming so rapidly as to be most bewilder- 
ing. Standing alone, the ordinary country 
banks may find the problems coming with 
these changing conditions almost unsolvable. 
Standing together, in a well organized clear- 
ing-house association, we believe that they 
will be in an infinitely stronger position to 
face the future.” 





The Way to World Prosperity 


A Plea for a Well-Planned World Trade Revival 


By E. F. 


IHE economic and financial fire 
[se started in the United States 

in 1929 encircled the world and at 
the time of writing (March 7) has 
broken out with renewed force in the 
land of origin. Devastation has been 
the result in nearly all countries, but 
disaster has made the nations of the 
earth anxious and willing to co-operate 
as never before in order to repair the 
damage caused. 

It is considered abroad that, as soon 
as the domestic difficulties in the United 
States have been solved, the ground will 
be ready for planting the seeds of a 
world trade revival. The segment that 
the United States occupies in the world’s 
financial and economic circle is so ex- 
tensive that no nation can take any ac- 


tion until the United States is in a posi- 
tion to co-operate. 

It may interest American readers of 
this article to know how the news of the 
special bank holidays that were decreed 


was received by London bankers. The 
first words that were uttered in the 
City were: “Can we help them in any 
way? Is there anything we can do?” 
The American crisis might have been a 
British domestic trouble judged by the 
manner in which sympathy was ex- 
tended on all sides. It certainly showed 
that the policy of the “good neighbor,” 
outlined by President Roosevelt in his 
inauguration speech, will be heartily 
reciprocated by the British people. 


PRICE LEVEL OF PRIMARY COMMODITIES 


So many conflicting statements have 
been made by experts and politicians 
with regard to the cure for the present 
world depression that one may be for- 
given for trying to diagnose the disease 
that is paralysing the world’s activities, 
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before prescribing a remedy. The aver- 
age man wants to know the remedies 
that are necessary so that he can run 
his business on a sound economic basis. 

We find that production in many 
cases can only be made at a loss, that 
there are few countries to which an ex- 
porter can send his goods with the cer- 
tainty of receiving payment in his own 
currency, that governments are forced 
to restrict imports by every means in 
their power, that external obligations 
are often not met, etc., etc. In fact, 
the whole economic structure of the 
world is gradually becoming chaotic, 
with the danger of a lowering of the 
standard of life throughout the world. 

The Chancellor of the Exchequer in 
England recently stated that he consid- 
ered the key to the whole situation was 
to be found in the price level of the 
primary commodities; but would a rise 
restore world trade under the present 
‘shut-out-imports” conditions? If com- 
modities at their present low and un- 
remunerative levels cannot find adequate 
buyers, how could higher prices make a 
world return to prosperity possible? I 
know that one will say that primary 
commodity producers will then be able 
to buy manufactured goods; that can 
happen inside a country, but would it 
apply to foreign trade? 

The whole economic and _ financial 
machinery of the world must be over- 
hauled in a far-sighted manner in order 
to meet the redistribution of wealth that 
has occurred since the World War. The 
failure to adapt the monetary and fiscal 
machinery in the world to postwar con- 
ditions by international co-operation has 
been mainly responsible for many of our 
present troubles. 

Let us ask ourselves'a few simple 
questions: 

If low prices promote consumption, 


445 





446 


why is business freezing up over the en- 
tire world? 

Why do governments, institutions and 
individuals find difficulty in paying for- 
eign debts? 

Why were reparations cancelled at 
Lausanne? 

Why have quota systems, import and 
exchange restrictions and _ prohibitions 
become necessary? 

Can one say that it is due to the low 
level of prices of primary commodities? 

Has the change-over from debtor to 
creditor countries without tariff adjust- 
ments and _ intergovernmental debts 
played no mean part? 

Internal trade still goes on in all 
countries, but national purchasing power 
is curtailed because international trade, 
which supports, directly and indirectly, 
masses of the population, is being de- 
liberately stifled by political action. 

International business is freezing up 
because the means of payment—foreign 
exchange—is lacking. Governments, in- 
stitutions and individuals default on for- 
eign debts, as they cannot obtain the 
necessary foreign exchange to settle their 
debts. Reparations, were. cancelled at 
Lausanne for the same reason, which was 
also responsible for England suspending 
the gold standard. Quota systems, im- 
port and exchange restrictions have been 
mainly adopted to protect the balance 
of payments. 

Although the lock in the closed door 
of international trade- may be the price 
level of primary commodities, the key to 
the lock will be found in the foreign 
exchanges, as every method employed to 
increase the foreign exchange supplies 
will increase the price level of all com- 
modities. Foreign exchange is interna- 
tional purchasing power. 


FOREIGN EXCHANGE 


Foreign exchange is ‘Chiefly obtained 
by the sale of commodities and services 
and by foreign loans and interest, but 
the actions of every government in re- 
cent years have been directed to the de- 
struction of foreign exchange. 
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Foreign exchange created by large 
floating balances in search of security or 
profit is a danger and gives an entirely 
wrong picture of a country’s resources. 
A typical example can be found in the 
foreign balances that have poured into 
London recently, owing to a flight from 
the dollar and other gold-standard cur- 
rencies. Huge amounts of sterling have 
been bought, the contre-partie of which 
the Bank of England has turned into 
gold. To the very casual observer it 
would appear that England’s capacity 
to pay war debts had increased, whereas 
the real position is that England is 
merely holding the gold in order to be 
able to repay the foreigner his sterling 
balances when they are withdrawn from 
London. If the Bank of England had 
allowed the pound to become a gambling 
counter, at the present time, when the 
dollar has ceased for the time being to 
function on the markets of the world, 
the dislocation to international trade 
would have reached to all countries. 

A return of world confidence and a 
revival of international trade will, it is 
to be hoped, reduce these “unwanted” 
international floating balances to their 
prewar level by absorption in trade and 
by investment in long-term loans. 


NATIONAL AND INTERNATIONAL 
CURRENCY 


The majority of countries have plenty 
of national money but very little money 
of other countries—foreign exchange. 
In every civilised country a seller of 
goods is bound by law to accept national 
currency (legal tender) in payment, 
which makes trade possible and debts 
easy of settlement; but when we deal 
with international trade there is no legal 
tender to facilitate the exchange of 
goods. Gold is the final regulator of 
the balance of international indebtedness 
under the gold standard when foreign 
exchange, the life-blood of world trade, 
is no longer obtainable. International 
trade requires a stable international cur- 
rency or currencies. Such a currency 
was provided prior to the war by the 
pound sterling and after the war, when 
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the United States was a great lender, by 
the dollar also. 

An international currency must com- 
mand perfect confidence, be easily ne- 
gotiable and free from undue fluctua- 
tions, if it is to promote and foster trade. 
Where is such a currency today? The 
reestablishment of a stable, standard 
world currency is imperative if a world 
trade revival is to become a fait ac- 
compli. This involves a return to an 
effective gold standard by countries that 
have suspended that standard. It seems 
to me that a general reduction of tariffs 
in the world must be accompanied by a 
return to the gold standard; otherwise 
international tariff reductions could be 
nullified by further currency deprecia- 
tion. 


BALANCE OF TRADE 


Prosperity in the world demands the 
greatest possible exchange of commodi- 
ties between all nations and that creditor 
countries receive an excess of imports 
and lend a portion of their surplus 


wealth abroad for the proper function- 
ing of the gold standard. Under no 
other conditions can a return to the gold 
standard be expected or demanded. 

The future prosperity of the United 
States would seem to depend on her 
adapting herself to an unfavorable bal- 
ance of trade with a favorable balance 
of payments with abroad. The same re- 
marks apply equally to other countries 
that have accumulated excessive stocks 
of gold which are not the result of 
flights from other currencies. It does 
not mean that exports must be reduced, 
but that both imports and exports should 
be increased, providing that the former 
exceed the latter. 

When a country does not voluntarily 
adapt herself to her changed condition 
from debtor to creditor or creditor to 
debtor, economic factors will brutally 
force readjustment in due course. 

The chief preoccupation of every rep- 
resentative at the coming World Eco- 
nomic Conference should be to provide 
the world with increased international 
purchasing power, which will ultimately 
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increase national purchasing power; in 
other words, to find the means for creat- 
ing foreign exchange. 

It may not sound romantic after all 
that has been written and spoken about 
the cures for world depression, but will 
anyone refute the contention that for- 
eign exchange is the hinge on which the 
door of international trade hangs? 

Foreign exchange is created by the ex- 
change of commodities and services be- 
tween nations. Quota systems, prohibi- 
tion and restrictions of imports, shipping 
and other subsidies by creditor nations, 
exchange rationing, etc., must be abol- 
ished or greatly modified, and a progres- 
sive reduction of the high tariffs existing 
at present to permit the wheels of trade 
to revolve must be the fearless aim at 
the World Economic Conference, on the 
success of which the future employment 
of millions of people depends. Sacrifices 
must be made by all in their own in- 
terests, and. there must be no clinging to 
the self-attached shackles of petty eco- 
nomic nationalism, which has been found 
by nearly all nations to have a boom- 
erang effect. 

President Roosevelt summed up the 
whole world situation very concisely 
when he said: “We now realize as never 
before our interdependence on _ each 
other, that we cannot merely take but 
must give as well.” If the Economic 
Conference is conducted in the spirit 
expressed by those words, a world re- 
covery is in sight. 


MAIN ESSENTIALS FOR A WORLD TRADE 
REVIVAL 


One hears a great deal about inflation 
and reflation in order to increase na- 
tional purchasing power, but it would 
be far more practical if international 
purchasing power (foreign exchange) 
and the means of its creation could be as 
ardently advocated. Is. this vital factor 
not stressed because the intricacies of the 
foreign exchanges are, quite wrongly, 
considered to be difficult? In normal 
times international trade is conducted 
on a basis of, roughly, 90 per cent. credit, 
which is settled by foreign exchange. 
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It stands to reason therefore that any 
measures that curtail the creation of for- 
eign exchange also curtail international 
trade. If one blocks the means of pay- 
ment, purchases will be blocked and 
barter start. 

When foreign exchange cannot be ob- 
tained, gold takes its place. An un- 
wholesome demand for gold is created, 
which deflates gold prices of commodi- 
ties, because more goods have to be of- 
fered to obtain the article (gold) for 
which there is a terrific demand and 
competition. 

The export of goods and sale of serv- 
ices are always creating a huge pool of 
foreign exchange out of which imports, 
debt services, etc., are paid for. It is 
self-evident, therefore, that all curtail- 
ment of the former makes a restriction 
of imports necessary and reduces the 
possibility of payment of international 
debts. The huge foreign loans that the 


United States made prior to 1930 fur- 
nished the foreign exchange for the 
world that, economically, should have 
been made by an excess of imports and 


purchase of services by creditor countries 
—the exports of debtor countries. 

The foreign loans made caused a 
yearly demand on the foreign exchange 
pool, whereas the purchase of exports 
and services by creditor countries would 
have made no future demands on the 
pool. 

This mortgaging of future foreign ex- 
change supplies might have been in- 
nocuous if international trade had con- 
tinuously maintained its 1929 volume; 
but, as the value of such trade had fallen 
precipitately and gold had become steri- 
lised, the burden of international debts 
forced a restriction of everything that 
absorbed foreign exchange in the en- 
deavor to maintain debt payments. 

It must be clear to every impartial 
student of the situation that the payment 
of war debts under these circumstances 
benefits nobody and retards every effort 
to increase the price of commodities. 

The war debts and trade problem 
must be viewed from the foreign ex- 
change standpoint; otherwise perfectly 
honest misunderstandings: will arise, as 
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they have arisen during the past few 
years. 

Any country that dips its hand in the 
foreign exchange or gold pool today to 
receive interest and capital on debts that 
have not been productive is restricting 
the world’s purchasing power and pre- 
venting the possibilities of a trade re- 
vival. 

War debts, besides undermining con- 
fidence, together with other factors, have 
started a vicious circle; triangular ex- 
change is effected, and eventually all 
countries suffer, including the recipients 
of the debts, as the foreign exchange 
pool gradually dries up. 

If one considers the huge slice that 
has been cut off the diminishing foreign 
exchange loaf (international purchasing 
power) yearly by the payment of repara- 
tions and war debts, it is little to be won- 
dered at that commodity prices have 
fallen to uneconomic levels and vast un- 
employment has been created. 


WHAT RESULTS MAY BE EXPECTED FROM 
A LOW TARIFF POLICY 


A general international low tariff 
policy, if adopted by the nations of the 
world at the Economic Conference, will 
stimulate business far more than many 
of the complicated schemes that are be- 
ing suggested. Confidence will be grad- 
ually re-established and the freer ex- 
change of commodities between nations 
by increasing the volume of foreign ex- 
change will automatically increase na- 
tional and _ international purchasing 
power. The renewed buying of com- 
modities will cause the price level of 
primary commodities to rise, unfreeze 
debts, release restrictions on the free 
movement of the foreign exchanges and 
gradually reduce unemployment; in 
short, a low tariff policy, together with 
a return to the gold standard and aboli- 
tion or modification of all other trade 
barriers, will break the vicious circle that 
has enveloped and crushed the world’s 
trade' and commerce. 

The time has probably been ripe for 
about one year already. Since 1929 a 
general liquidation has taken place over 
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the entire world, due to the causes men- 
tioned. Stocks of commodities that were 
carried by credits have been disposed of, 
warehouses in Europe are generally 
empty compared with former times, and 
manufacturers and merchants only buy 
enough to keep their workmen em- 
ployed and to meet a demand that is 
compulsory. Although stocks of pri- 
mary commodities have risen in the lands 
of production, it may be doubtful 
whether such stocks will be found to be 
excessive when the world starts restock- 
ing, as will be the case when the neces- 
sary foreign exchange becomes available. 

No better time than the present could 
be chosen for a well-planned world trade 
revival. 


BOLD MEASURES TO BE TAKEN 


The sequence of measures that are 
necessary for world prosperity may be 
given as follows: 

1. A final settlement of intergovern- 
mental debts to free foreign exchange 
for trade, as previously pointed out. 


Once this vexed question is settled the 


World Economic Conference should 
proceed to obtain: 

2. Stabilisation of currencies, at 
least of the chief countries, on a gold 
basis at parities which will permit the 
greatest volume of trade on a sound 
economic basis for the country con- 
cerned. This will involve international 
agreement for a working of the gold 
standard as it was understood prior to 
1914 plus the necessary safeguards to 
prevent a recurrence of the disastrous 
events that the sterilisation of gold has 
caused. 

3. A general international reduction 
of tariffs and modification or abolition 
of every kind of trade barrier. 

It is highly desirable that intergovern- 
mental debts should be settled prior to 
the meeting of the Conference, as it 
would create an entirely different at- 
mosphere and save much time in getting 
to grips with other questions. As time 
is such a valuable factor in getting the 
trade of the world active again, with its 
consequent reduction of unemployment, 
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it is to be hoped that definite agreements 
will be made actually at the Conference 
and not merely resolutions passed. This 
will conform with President Roosevelt's 
dictum: “Action and action now.” 


CONTROL OF CREDIT 


If the World Conference is the suc- 
cess that everyone must wish, the ques- 
tion of the control of international 
credit will have to be considered at a 
later date, since this is entirely a matter 
between bankers in those countries grant: 
ing extensive credits for the furtherance 
of world trade. 

As a banker interested in international 
trade for the past thirty years I watched 
with surprise and alarm the manner in 
which unsecured banking credits and 
unsecured short-term loans were prac- 
tically forced on European bankers prior 
to 1929 by American and, ultimately, 
many British banks. In prewar days 
the majority of such credits and loans 
without the deposit of security as cover 
would never have been considered by the 
leading London banks. The British sys- 
tem of prewar days had much to recom- 
mend it, because while it protected the 
British banker it also restricted and pre- 
vented any possible overproduction of 
credit. ‘A foreign banker that had to 
deposit security against credit facilities 
either in securities or bills with the lend- 
ing banker or a third party was unable 
to obtain facilities over and above the 
value of the securities, less a margin of 
cover agreed upon; but, when blank 
credits became available, he often ob- 
tained amounts that were far in excess 
of the total sum he was good for from 
banks and bankers in different countries. 
Further, when security was deposited, 
the borrowing banker made an adequate 
charge to his own customer for the fa- 
cilities granted, but, when it became 
known that the banker obtaining the 
credits did not deposit securities as cover, 
the latter’s customer refused to pay the 
same commission as formerly, with the 
result that the banker did far more credit 
business than he should have done in 
order to maintain his profits. A voyage 
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around Europe in the years prior to 
1929 showed one that often reimburse- 
ment credits were reimbursement in 
name only, being purely finance credits, 
and should never have been allowed. 
The loaning of money at one, two and 
three months without cover was prac- 
tically unknown in prewar days and was 
the direct result of floating balances and 
the unfortunate system of international 
deposit banking in amounts that were 
unheard of in prewar times, and which 
became possible owing to the postwar 
growth of forward foreign exchange. 
Although the latter has been very useful 
to the mercantile community, during the 
periods of fluctuating currencies, it has 
engendered a great deal of unhealthy 
speculation. With stabilised currencies 
moving narrowly between gold points, 
the forward market in foreign exchange 
will tend to decrease greatly in volume. 
Senseless competition between bankers 
granting international credits is danger- 
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ous for creditor and debtor alike, and 
an overproduction of credit begets an 
overproduction of commodities. It is 
sincerely to be hoped that the interna 
tional credit business will be, in future, 
conducted on the sound lines practised 
by British banks before the World War. 
Agreement between American and 
British banks should not be difficult to 
obtain, as it is in their and the world’s 
mutual interests. A London committee 
co-operating with similar committees in 
New York and Paris would be able to 
keep a fairly effective control over inter- 
national credit facilities, which would 
prevent under and overexpansion of 
credit and provide the world with a 
flexible credit system. 

In these days of machinery it is neces- 
sary to find some means of preventing 
overproduction of commodities. Is not 
international control of international 
credit the simplest way of achieving this 
object? 


NEED FOR INTERNATIONAL READJUSTMENT 


The BANKERS MaGazZINE of London cites as the supreme 
test of the effect of the crisis upon American mentality its 


effect on our attitude towards international affairs. 


“During 


the coming months there is every probability that political and 
economic conferences will take place, upon the outcome of 
which may depend the course of international politics and 
international finance for many years to come,” it states edi- 
torially. “If America were to continue her former policy 
of isolation and self-contained financial policies, there could 
not possibly be that measure of restoration of international 
confidence and prosperity which might be possible if there 
were to be complete co-operation on the part of America 
in solving the post-war political and economic problems. 
Will the recent crisis, therefore, convince the American 
people that something more than local conditions, or an 
imperfect system, were responsible for the recent debacle in 
American finance and banking? That is really the supreme 
question arising out of the events of March.” 





Bank Deposit Guaranties 


The Insurance Aspects of the Problem 


By C. L. JAMISON 


Professor of Business Policy, University of Michigan, School of Business Administration 


deposits can be but one of two 

things—an outright subsidy to 
the business of banking, to be paid, 
as all subsidies are, from the public 
purse; or a plan of insurance whereby 
many bankers contribute small sums to 
indemnify the unfortunate few who may 
suffer losses. 


(5 expose ca be guaranty of bank 


comes the claimant to indemnity in the 
event of loss. In the case of govern- 
ment insurance of bank deposits, it is 
clearly the government that underwrites 
the risk, and the bank depositors who are 
the beneficiaries. The hazard that is 
insured against, however, is not so clearly 
defined. The property that may be lost 
unquestionably is the money that be- 


“The conclusion is inevitable, that if any known method of 


managing credit insurance were to be applied to a system of bank 
deposit guaranties, the project would be so shot through with 
complications, so honeycombed with untenable situations, so 
clouded with vague uncertainties, that its successful operation is 


gravely doubtful. The most that can be said for it is the con- 
fidence that such a guaranty would instill into the minds of timid 
depositors. Confidence in the security of banks is a prime neces- 
sity, but let us find some other way, if possible, of inspiring that 


confidence.” 


The great urgency for balancing the 
national budget precludes even the 
thought of piling another subsidy on the 
shoulders of the already overburdened 
taxpayers. Since treating the bank de- 
posit guaranty as a government subsidy 
clearly is out of the question, the propo- 
sition that remains is that the guaranty 
can be looked upon only as a form of 
insurance. 


IMPORTANT FACTORS IN INSURANCE 
UNDERTAKINGS 


There are three important factors in 
every insurance undertaking—the un- 
derwriter of the risk; the event insured 
against; and the person insured, who be- 


longs to depositors. But this hazard can- 
not be insured in a single type of policy. 
For example, if the money were stolen, 
the proper protection would be insur- 
ance against burglary or theft. If it were 
misappropriated by officers, the proper 
pretection would be a fidelity bond. 
Losses from these sources, however, are 
rarely large enough to cause the sus- 
pension of a bank. What destroys banks 
is the money lost because borrowers do 
not pay their loans. They do not pay 
their loans either because they are un- 
willing to pay or because they are unable 
to pay. In one case they are downright 
dishonest. In the other case they are in- 
solvent. In either case they are weak 
credit risks. 
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The greatest hazard of banking, there- 
fore, is the credit of borrowers. It fol- 
lows, then, that the most needed form of 
insurance to save banks from failure is 
insurance against the insolvency of bank 
debtors. Such insurance is nothing more 
than credit insurance applied to banks. 

Credit insurance has been experi- 
mented with in Germany, England and 
the United States for a great many years. 
The business in Germany has been con- 
fined largely to the credit of foreign 
buyers of German goods. The final 
payment of German bills of exchange 
has been guaranteed for a commission 
running as high as 4 per cent. In Eng- 
land credit insurance has made little 
progress. The British government, how- 
ever, entered the field through the British 
Trade Corporation some fifteen years 
ago, in a vain endeavor to encourage ex- 
ports. The venture was short-lived and 
costly. In the United States one com- 
pany after another has entered the field 
of insuring mercantile credits, and has 
withdrawn. The insurance of the credit 
risk is so complex that any contract 
which adequately protects the carrier is 
so hedged about with exceptions and 
limitations that it is likely to give little 
protection to the insured, except at a 
prohibitive premium. 

Whether credit insurance has proved 
a practicable form of coverage or not, 
the fact remains that there is an abun- 
dance of experience upon which to draw 
when considering the practicability of a 
form of guaranty for bank deposits. 


TWO WAYS OF GUARANTEEING BANK 
DEPOSITS 


There are oniy two possible ways of 
handling the guaranty of deposits. One 
way is to wait until banks have become 
insolvent and then to indemnify the de- 
positors for their losses, after the bank 
has been closed. The other way is to 
prevent bank failures by indemnifying 
the banks directly for credit losses as they 
are incurred. 

The former method would bring a 
train of unfortunate circumstances, such 
as depriving communities of banking fa- 
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cilities and creating havoc with bank 
creditors through the forced liquidation 
of the bank assets. It would bring but 
little improvement over existing methods, 

The alternative method would permit 
the banks to go on as solvent institu- 
tions without in any way disturbing 
their relation with their customers. 

It is assumed, therefore, in the dis- 
cussion that follows, that the credits of 
banks, while insured for the ultimate 
benefit of depositors, are protected by 
indemnities paid directly to banking cor- 
porations for losses actually sustained. 

Based upon this assumption, bank 
credit insurance differs but little from 
mercantile credit insurance as practiced 
in the United States. 


DIFFICULTY IN SELECTING RISKS 


The most difficult problem in credit 
insurance is the selection of risks. It is 
generally assumed by advocates of bank 
deposit guaranties that the insurance 
would take the form of blanket cover: 
age, which simply means that all risks 
would be accepted without examination. 
Blanket coverage is applied satisfactorily 
to some forms of casualty insurance, even 
where actuarial tables are not available. 
Furthermore, it is the form used in group 
life insurance. It has been tried also in 
fidelity bonds issued to large banks. But 
in credit insurance blanket coverage has 
been found to be utterly impractical. 
There is no reason to believe that it 
would be any more practical if applied 
to bank deposit guaranties. 

It is generally admitted that the only 
deterrent to taking weak credit risks is 
the fear of the creditor that the debtor 
may not pay. Given the opportunity to 
transfer the risk to an insurance carrier, 
the most conservative creditor will take 
risks that he would carefully avoid if 
ultimate loss had to be borne by himself. 
Moreover, the amounts that are hazarded 
may range from very small to very large 
sums. Weak risks are not always con: 
fined to small accounts. 

The selection of risks always has chal- 
lenged the ingenuity of credit insurance 
underwriters. Since the policyholder, 
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once he is insured, cannot be relied upon 
to deal with even reasonably safe debtors, 
the insurance company must stipulate the 
class of debtors and the types of debt 
that are coverable under the policy. 

This problem has been approached ex- 
perimentally in two ways. One plan is 
special account insurance under which 
the insurance company, after being noti- 
fied that the policyholder desires to be 
covered on a specified risk for a specified 
amount, makes an individual investiga- 
tion of the debtor and determines, ac- 
cording to established standards, whether 
the risk is one that the insurance com- 
pany is willing to accept. Since such 
investigations are expensive, small credits 
cannot be handled in this way. In fact 
the lower limit for such accounts usually 
is $5000. 

The second plan is to rely upon mer- 
cantile agency ratings as an index of the 
financial strength of debtors and their 
willingness to pay their debts. The 
utilization of the services of mercantile 
agencies in this respect saves the insur- 
ance company a tremendous sum of 
money that it would have to spend if it 
made its own investigations. A pol’-yv 
under this plan specifies the name of u 
agency whose ratings are to be used and 
the ratings that are acceptable. 

Not only is the rating of the debtor a 
factor in mercantile credit insurance, but 
the amount of credit in a single account 
that may safely be guaranteed is def- 
initely specified in the rating manual. 
Of course the outside limits in many 
cases may well be within the amount 
that any prudent bank credit man would 
venture on a single borrower. Never- 
theless, the principle of diversification 
must be observed by all insurance car- 
riers. In mercantile credit insurance the 
upper limit is $100,000, except in ab- 
normal cases which allow a limit of 
$200,000. If such a plan were applied 
to bank deposit guaranties, it would be 
awkward for a bank to be held within 
such limits. 

Of course so gigantic a scheme as the 
insurance of all the bank credits in the 
United States would create so great di- 
versification that limits far beyond $200,- 
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000 might safely be set. Indeed the es- 
tablished rule of limiting individual 
loans to 10 per cent. of any bank’s cap- 
ital and surplus probably would be a 
satisfactory limit for credit insurance 
coverage. 


USE OF MERCANTILE AGENCY RATINGS 


Reliance upon mercantile agency rat- 
ings as a basis for credit insurance has 
distinct limitations, especially when ap- 
plied to bank credits. Many of the bor- 
rowers are not listed in the rating books. 

In this connection it is interesting to 
note that no ratings were available on 
the foreign debtors covered by the British 
Trade Corporation insurance plan, nor 
was it possible to get any other credit 
information. The judgment of the ex- 
porter was the only check the Trade Cor- 
poration had on the responsibility of the 
foreign customers. There was danger, 
under the circumstances, that exporters 
would be very careless in the selection 
of customers, if all the risk were borne 
by the insurance carrier. Therefore the 
plan was adopted of requiring the ex- 
porter to co-insure approximately half 
of the risk. To arrive at this result, 
however, was not altogether simple, since 
the bills, after acceptance by the drawee, 
always found their way into the hands 
of innocent holders. Indeed the insur- 
ance plan was adopted largely to facili- 
tate the financing of exports by guaran- 
teeing final payment to the purchasers of 
bills. Therefore the Trade Corporation 
was obliged to pay all defaulted bills in 
full, although in some cases they con- 
tracted to pay only 85 per cent. of the 
face of the bills. The Trade Corpora- 
tion then had recourse to the drawer of 
the bills for 4214 per cent. to 5714 per 
cent. of the total amount of the credit 
granted. It was in this way that co- 
insurance was applied to the guaranty 
of foreign credits. 

A similar application of co-insurance 
to bank credits would offset in a measure 
the objection that bankers, if protected 
by deposit guaranty, would be careless 
with their loans. That is to say, the 
turning of part of the risk back to the 
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banker would have much the same effect 
in sobering his judgment as would the 
system that now prevails of requiring 
him to carry the entire responsibility. 

The British Trade Corporation con- 
sidered not less than 50 per cent. par- 
ticipation in the risk to be necessary to 
insure the proper caution on the part of 
the exporter. Whether American bank- 
ers would exercise the utmost care with 
a smaller participation in the risk is 
purely a matter ef conjecture. No ex- 
periments have been made with co- 
insurance of this nature by mercantile 
credit insurance companies. 

Such a system of co-insurance as has 
been suggested meets, to a small degree, 
the objection that blanket coverage would 
subject a bank deposit guaranty fund to 
unwarranted losses. Still, blanket cover- 
age can hardly be advised. The coverage 
of selected risks also is inadvisable be- 
cause it would leave a vast number of 
bank loans unprotected. 

The third plan suggested for selecting 
risks on the basis of mercantile agency 
ratings is objectionable also because not 
all of a bank’s borrowers would be 
rated. Moreover, agency ratings do not 
reveal all the facts that an insurance un- 
derwriter should know about the person 
he is insuring. 

Clearly, from the point of view of 
selection of risks, bank credit insurance 
presents complications that can not be 
easily overcome. 


INSURANCE OF EXCESS LOSSES ONLY 


Another point that credit insurance 
companies have grappled with is 
whether or not they should insure all 
credit losses or only excessive amounts 
above the losses that normally occur in 
the course of a year’s business. Excess 
insurance is quite a different proposi- 
tion from full coverage insurance. 

Banks, as well as mercantile com- 
panies, always have had credit losses. 
Over a period of years these losses have 
averaged close to eight-tenths of 1 per 
cent. of working assets. Should banks 
carry. the normal loss themselves and in- 
sure only the excess loss with the insur- 


ance carrier? To some people this would 
seem like side-stepping the real issue, 
Nevertheless, a strong argument in tavor 
of such a plan is that premium rates on 
all excess losses would be very much 
lower than on initial losses. Moreover, 
self-insurance of every day risks where 
there is wide diversification should not 
bankrupt any concern, provided the ex- 
cess hazard is carried with an insurance 
company. The greatest complication 
arises from trying to determine where 
normal loss leaves off and excess loss 
begins. 


AMOUNT OF PREMIUM TO BE CHARGED 


A paramount factor in every insur- 
ance plan is the amount of premium 
that is to be charged. The contributions 
to the insurance fund must be adequate 
to cover all losses. In this connection 
two questions arise—who should pay 
the premiums, and what rates must be 
charged? 

It is assumed, no doubt, that the 
banking corporations, not the depositors, 
would pay the premiums. The inci 
dence of such expenses, however, can 
not be overlooked. While the banks 
would remit the premiums, which would 
become an item of operating expense, 
there would arise the problem of obtain- 
ing more income for the banks or re- 
lieving them of some other expense to 
provide for the additional cost of bank 
operation. These adjustments would 
come largely from higher interest rates 
charged to borrowers and probably 
lower interest paid to depositors. In the 
end the banks’ customers would pay the 
premiums. 

To determine the correct premium 
rates, long years of experience would 
be needed to build up actuarial tables 
upon which adequate rates could be 
based. At the outset the rates in any 
new insurance scheme are set purely by 
guess, and usually are made _ high 
enough to meet the most pessimistic 
view of probable losses. 

Many of the proposals for bank de- 
posit insurance are accompanied by sug’ 
gestions for the creation of a reserve 
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fund. The rates of premium proposed 
range all the way from one-twentieth of 
1 per cent. of deposits to eight-tenths of 
1 per cent. of deposits, to be paid each 
year. Nobody knows how large a fund 
would be needed, because nobody knows 
to what extent the guaranty of bank 
deposits would prevent the runs on 
banks that in the past have forced them 
into insolvency. 


THE CATASTROPHE HAZARD 


One thing must be emphasized. The 
big risk in bank deposit insurance is the 
catastrophe hazard. In such a catas- 
trophe as the present depression no one 
knows how much will ultimately be lost 
to depositors when all the closed banks 
are completely liquidated. The sum 
may be so stupendous that it would have 
taken years and years of slowly accu- 
mulated reserves, even at a premium 
charge of eight-tenths of 1 per cent. of 
deposits, to create a sufficiently adequate 
fund. One has only sto look at the 
plight of many surety companies today 
to realize what such a catastrophe can 
do to what was once a conservatively 
administered insurance business. 


THE PROOF OF LOSS 


Another important factor in any in- 
surance plan is proof of loss. The death 
of the insured in life insurance usually 


is easily provable. The destruction of 
property by fire can be seen and the loss 
appraised. But in credit insurance it 
always has been a controversial question 
as to when a debtor is unqualifiedly and 
definitely unable to pay his debt. The 
insurance companies long ago applied 
the test of insolvency, but they had to 
introduce into their policies an involved 
definition of insolvency. Finally, the in- 
surance companies concluded that they 
could be sure of a debtor’s inability to 
pay only when they themselves had re- 
sorted to every possible means of col- 
lecting the debt and had failed. In the 
meantime the policy holder’s claim had 
to be paid. Therefore the insurance 
company took an assignment of the dis- 
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puted account and reimbursed itself 
from such salvage as could be obtained 
from the forced collection of the debt. 

No great obstacle would be presented 
in this respect in bank credit insurance 
if the insurance should become effective 
only after a bank had been closed. It is 
now and always has been the custom for 
the Government to liquidate closed 
banks. The claims of depositors, if an 
insurance plan were in effect, would be 
paid in full, and as the liquidation pro- 
gressed the insurance reserve would be 
at least partially restored from the sal- 
vage of the bank’s assets. 

If, however, the guaranty of bank 
deposits is to be used to prevent insol- 
vencies by indemnifying banks for losses 
from year to year as the losses are in- 
curred, a new problem is introduced. 
What definite proof is there that de- 
faulted loans cannot in the end be 
collected? If the experience of mer- 
cantile credit insurance companies is of 
any value, it may be concluded that the 
only acceptable evidence of uncollecti- 
bility would be the Government’s own 
inability to collect the delinquent loans. 
This would take the Government into 
the collection business. The collection 
agency might be dignified by the name 
“liquidating corporation,” but the dis- 
tastefulness of mopping up would not 
be mitigated by the use of a dignified 
name. 


SUCCESS OF DEPOSIT GUARANTY 
DOUBTFUL 


The conclusion is inevitable, that if 
any known method of managing credit 
insurance were to be applied to a system 
of bank deposit guaranties, the project 
would be so shot through with complica- 
tions, so honeycombed with untenable 
situations, so clouded with vague uncer- 
tainties, that its successful operation is 
gravely doubtful. The most that can 
be said for it is the confidence that such 
a guaranty would instill into the minds 
of timid depositors. Confidence in the 
security of banks is a prime necessity, 
but let us find some other way, if pos- 
sible, of inspiring that confidence. 
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Types of Investment Trusts 


Careful Consideration of Types Should Help Investors Meet Their 
Specific Needs 


By Exiot SHARP 


than one million owners of invest- 

ment trust securities in the United 
States and that these owners have in- 
vested an average of $5000 each—or 
$5,000,000,000—in the seven or eight 
hundred investment trusts which have 
been organized since the movement got 
under way in 1923. 

Of these hundreds of trusts, there 
are many varieties and types. As a 
consequence the securities which these 
trusts have issued are widely varied as 
to their characteristics and the purposes 
which they are designed to fulfill. The 
question of just which type of trust 
security is best suited to the needs and 
position of any one investor, therefore, 
becomes a problem requiring special 
attention on the part of investors and 
those who act as financial counsel—of 
which latter class the most important 
are probably the bankers. 

There are trusts whose securities 
present no more nor less than a cross 
section of the stock market—which 
provide income, offer opportunities to 
share fully in any improvement in 
stock prices and are an excellent hedge 
against inflation, for inflation would 
normally cause a rise in stock prices. 

There are other trusts whose securi- 
ties usually represent a broad cross 
section of all important security markets 
and in which management plays an 
important part—enabling the trust to 
shift from a liquid to an invested posi- 
tion. Some of these trusts have excel- 
lent records. Their bonds, in the main, 
provide income and their common stocks 
provide a high degree of speculative 
attractiveness, having risen more rapidly 
in past rallies than the market averages. 
These stocks also provide an unusual 
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|: is estimated that there are more 


medium for guarding against the effects 
of inflation. 

Some of the trusts represented by 
these securities furnish full and frequent 
publicity on their operations, some are 
open books at all times, while still 
others make reports only once a year. 

The individual’s problem of selecting 
a trust security resolves itself into what 
his requirements may be and the extent 
of his investable resources. Because of 
the variety of investment trusts and 
investment trust securities it is possible 
for the individual, through these instru- 
ments alone, to fulfill his investment 
requirements by grouping his purchases 
to meet his needs. Thus, without going 
outside the trust field, the investor can 
relieve himself of the necessity of 
managing his own funds, and create for 
himself a living trust consisting solely 
of investment trust securities divided 
between the speculative, the semi-specu- 
lative and the conservative types as 
he sees fit. 


TWO MAIN TYPES OF TRUSTS 


In the evolution of the American 
investment trust two main types have 
developed—the type which emphasizes 
management of trust funds and the 
type which minimizes the importance 
of management. Those of the former 
type are called management trusts; 
those of the latter, unit type or fixed 
trusts. The securities of management 
trusts, with the exception of mutual 
fund shares, are traded in a “free 
and open market.” That is, they sell 
at prices which have no regulated rela- 
tionship to their underlying values. 
Shares of unit and fixed trusts as well 
as of mutual funds, on the other hand, 
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sell at prices which are definitely based 
upon the underlying value of the trusts’ 
assets. 

The record of management trusts has 
been considerably better than the record 
of the individual investor, as his record 
is measured by the accepted stock aver- 
ages. But management trust common 
stocks—for a reason which will be 
explained later—have not accurately 
reflected this record, having declined 
during the last three years to a greater 
extent than the stock averages. 

As might be expected, the record of 
the unit type or fixed trust has closely 
paralleled that of the stock averages, 
since it is the fundamental principle of 
this type of trust that its shares shall 
be a true reflection of the general stock 
averages. 


THE UNIT TYPE TRUST 


The principal characeristics of the 
unit type trust are: 


1. Shares are issued which represent an 
interest in a specific group of securities 
(usually common stocks) deposited with a 
trust company. 

2. Underlying securities may be eliminated 
at the discretion of the management and, 
in some instances, substitution may be made 
from an approved list. 

3. The shares of the trust are bought 
and sold by the investing public at prices 
which are based upon the actual market 
value of the securities underlying the trust. 

4. A definite date is fixed for the termi- 
nation of the trust and asset distribution. 


Although the average unit type trust 


may not be interested in so many 
securities as the average management 
trust, it nevertheless may provide excel- 
lent diversification. For example the 
largest unit type trust represents an 
interest in thirty-four companies whose 
outstanding shares account for more 
than 50 per cent. of the market value 
of the 800 common stocks listed on 
the New York Stock Exchange. So 
broad a list of stocks furnishes the 
investor with an interest in a cross- 
section of American business as a 
whole. If business prospers, such a 


unit type trust 
accordingly. 

A unit type trust of this description, 
representing a broad common stock 
interest, is suited to the individual who: 


is sure to prosper 


1. Requires the income provided by high- 
grade common stocks; 

2. Believes that general business will 
show a fairly prompt improvement—which 
will be reflected to an accentuated degree 
in common stocks; 

3. Wants to be assured of sharing in a 
general market improvement; 

4. Is afraid that the country may under- 
go some kind of an inflationary movement 
—in which event common stocks should 
keep well abreast of commodity values. 


For many investors a unit type trust 
having a bond portfolio will answer 
a very definite need. Underlying one 
trust of this type are 200 bonds repre- 
senting a cross-section of the high-grade 
bond market. 

The investment status of each under- 
lying bond is constantly being checked 
by careful examination into its market 
position, its relative merits as compared 
with other bonds of a similar class, the 
position of the company of which it is 
an obligation and the position of the 
industry in which that company oper- 
ates. In the event any of these phases 
appears unsatisfactory, it is possible to 
dispose of the bond to the extent to 
which it may be held in the trust and 
substitute some other more satisfactory 
bond for it. 

While they are not so numerous as 
stock unit type trusts, the investor who 
requires a stable and liberal income and 
for whom conservation of resources 
is of prime importance will find unit 
type bond trusts admirably suited to 
his requirements. For in effect the 
unit type bond trust provides diversifi- 
cation of stability. 

These unit type trusts are not to be 
confused with their predecessors, the 
fixed trusts of the rigid type. It is 
generally agreed that these fixed trusts 
are obsolete, and for good reason. By 
the provisions of these trusts it was 
possible to dispose of underlying securi- 
ties only in the event of certain arbi- 
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trarily determined contingencies, such 
as the passing of a dividend, the lower- 
ing of the rating ascribed to them by 
a financial service, etc. In the event 
of any of these contingencies coming 
to pass with respect to an underlying 
security, it became incumbent upon 
the sponsor or trustee to dispose of 
that security. In other words, the 
principle of the fixed trust was the 
principle of avoiding an acquaintance 
after he has robbed you. 

Because this modus operandi has 
proved impracticable, the sponsors of 
countless fixed trusts are now out of 
business and their instruments are what 
are called “orphan trusts.” Besides 
being of an obsolete character, there- 
fore, these trust shares are without 
general market interest, and the inves- 
tor who owns a small quantity of them 
so that he cannot readily liquidate them 
through the trustee would do well to 
grasp opportunities of disposing of 
them. 

In its chief characteristics, the mutual 
fund is midway between the unit type 
trust and the management trust. It 
has features of both. 

The mutual fund resembles the unit 
type trust in that its own shares are 
traded at prices based upon their actual 
asset or break-up values. Thus, if a 
mutual fund has net assets of $1,000,- 
000 and has 100,000 shares of its own 
stock outstanding, these shares will be 
bought and sold by the public on the 
basis of $10 a share, this price basis 
being maintained by the sponsors of 
the trust or—if it has no sponsor— 
usually being adhere to by traders in 
the shares. ‘ 

The principal distinction between the 
unit type trust and the mutual fund, 
however, lies in the fact that the mutual 
fund is not, as a rule, committed to 
invest in any specified group of securi- 
ties. In this regard it is more akin 
to the management trust. As a matter 
of practice, many mutual funds do 
confine the major portion of their hold- 
ings to special classes of securities. 
For example there are the mutual funds 


—— 


which deal chiefly in common stocks 
or chiefly in bank stocks. 

The mutual fund is especially suit. 
able for the investor who believes in 
the theory of management in every 
sense of the word but who wishes io 
be able to secure for his shares, when 
he comes to dispose of them, a value 
which is based definitely upon their 
actual break-up value rather than upon 
whatever value a “free and open 
market”’—or supply and demand—may 
give them, as is the case with manage- 
ment trust shares. Most mutual fund 
shares, moreover, are currently on a 
dividend basis, so that some return is 
provided by them. 


MANAGEMENT TRUSTS OFFER CHOICE 


Briefly a management trust is a com 
pany or corporation which invests anc 
reinvests its resources primarily in 
securities. It is operated for the benefit 
of its common stockholders by a man 
agement having full discretion regard- 
ing policies of investment—except as 
it may be curbed by broad restrictions 
preventing investment of more than a 
certain percentage of its funds in one 
security or one industry, or similar 
restrictions. 

A management trust may issue its 
own bonds, preferred stock and common 
stock—which it sells to investors just 
as any other company might do. These 
securities are traded in a free and open 
market, and their prices have no regu 
lated relationship to their intrinsic 
values, but are based on supply and 
demand. If a management trust issues 
senior capital bonds or preferred stock 
or both, as well as common stock, it is 
called a “leverage” type trust—the bonds 
and preferred stock being “senior securi 
ties,’ which provide leverage for the 
common stock and cause the asset value 
of the common stock to fluctuate more 


‘widely than the assets of the trust. 


If it issues only common stock—in 
this respect resembling a mutual fund 
—it is called a non-leverage type trust. 
But, even if it issues only common 
stock, such stock of course is traded in 
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a free and open market, and in this 
respect it is not like mutual fund shares. 

The common stocks of non-leverage 
trusts are less speculative than those 
of leverage trusts, because they fluctuate 
to a lesser degree as their asset value 
fluctuates. They are apt to be more 
speculative, however, than mutual fund 
shares, because over a period of time 
they may fluctuate in the market from 
a price above their break-up or asset 
value to a price below such value. At 
present most of them are selling below 
their asset value, so that it 1s possible 
through this medium to buy market 
value at a discount. For example, one 
non-leverage trust on December 31, 
1932, had net assets of $39,860,602. 
Divided by the number of its common 
shares outstanding on that date, 684,- 
100, this meant that each share had 
n asset values of $58.27. But the 
stock closed that day on the New York 
Stock Exchange at 4114. In other 
words, the purchaser of this common 
stock on December 31, 1932, received 
about $1.40 of value for every dollar 
invested. Conversely, if a holder had 
to sell his stock on December 31, he 
would have received only about $.71 
for every dollar of net assets underlying 
his shares. 

The non-leverage type stock, there- 
fore, is suitable for the individual who 
is interested in speculating to a moder- 
ate degree, in buying assets at a dis- 
count and—since the shares of one or 
two of these trusts are on a dividend 
basis—in securing income. 


LEVERAGE TRUSTS 


From the standpoint of number of ° 


companies or dollar value invested, the 
leverage type management investment 
trust is by far the most important. 
It is also the oldest type, since the 
average British trust is set up with 
bonds, preferred stock and common 
stock outstanding and since the history 
of British trusts dates back to 1863. 

The leverage type management trust 
has common stock the proceeds of which 


provide a back-log for its preferred 
stock or bonds. It may also have 
preferred stock to provide additional 
backing for its bonds. While the 
junior securities (those whose claims 
are subject to the claims of the senior 
securities) provide a backing for the 
senior securities, the senior securities 
in turn provide leverage for the junior 
securities. That is, so long as the 
claims of the senior securities are being 
covered, all increase in assets or earn- 
ings is applicable to the common stock 
—the junior securities. Thus the 
senior securities of such a trust pro- 
vide a source of profit for the junior 
common stock, which reciprocates by 
providing a degree of safety for the 
senior. 

Whether an investor should purchase 
a bond, a preferred stock or a common 
stock, therefore, depends upon his re- 
quirements:—a bond for the highest 
degree of safety and, in normal times, 
the lowest degree of income and specu- 
lative appeal; a common stock for the 
highest degree of speculative appeal; 
and a preferred stock for an “‘in- 
between” investment. 

Many excellent management invest- 
ment trust bonds have declined along 
with other securities to levels at which 
they provide generous returns. At the 
same time they are protected by suf- 
ficient assets to make them reasonably 
conservative investments. A study of 
eleven such bonds, for example, indi- 
cates that on the basis of their Decem- 
ber 31, 1932, market prices they pro- 
vided an average yield of 6.73 per 
cent. The December 31, 1932, market 
value of the assets behind these bonds 
averaged 3.36 times their market values. 

Only a few investment trust pre- 
ferred stocks are now on a dividend 
basis, and, of course, as a result of 
the decline in the market during the 
last three years, the preferreds as a 
group are not as well covered in the 
matter of assets as the bonds. Seven 
representative investment trust preferred 
stocks on December 31, 1932, were 
protected to the extent of 1.97 times 
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their market values. These preferreds, 
in the main, are therefore selling at 
levels far below their par values or the 
amounts to which they are entitled 
in the event of liquidation. Conse- 
quently in some respects they resemble 
common stocks except that their appre- 
ciation possibilities are limited by their 
par values or values in liquidation 
unless they possess some speculative 
feature such as a conversion privilege. 
Most convertible bonds and preferred 
stocks were brought out prior to the 
1929 market crash. The result of the 
subsequent drastic decline in security 
values has been that the conversion 
features of these issues have become so 
remote as to be almost meaningless. 

With respect to the preferred stock 
of a new management trust formed 
at the end of 1932, however, the con- 
version feature has been so fixed that 
it may be of real value sooner than 
the remote future to which most holders 
of convertible securities must look. 


Each share of this preferred stock is 


convertible at any time into ten shares 
of the trust’s common stock, such con- 
version rate being subject to ratable 
adjustment from time to time in accord- 
ance with charter provisions designed 
to give suitable protection against dilu- 
tion. Since this preferred is currently 
quoted at about twenty times the quota- 
tion for the common, it is evident that 
its convertibility is a feature of distinct 
merit. Furthermore, the dividend on 
this stock accrues from the dividend 
date next preceding the date of issue, 
so that it is a potentially imminent 
income-producer, thereby being what 
was termed above an interesting “in- 
between” investment. 

For the security buyer who has no 
immediate interest in income return 
but believes that the stock market is 
going to show fairly prompt improve- 
ment and wishes to share in such im- 
provement to an accentuated degree, the 
management trust leverage common 
stock offers what are probably the 
greatest appreciation possibilities avail- 
able in the present market. For ex- 
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ample, fanciful though the suggestion 
may be, if the common stocks of five 
representative leverage type trusts, as 
measured by Allied-Distributors’ trust 
index, rose from their March 1, 1933, 
closing prices to their December 31, 
1929, closing prices, the appreciation 
would be 1000 per cent. Compared 
with this appreciation in Standard 
Statistics 90-Stock Average from the 
March 1, 1933, close to its 1929 close 
would amount to only 267 per cent. 

The rapidity with which this type 
of stock can advance is further illus- 
trated by the 1932 rally, in which 
Allied-Distributors’ leverage trust index 
rose three and one-half times as fast 
as the market averages, and by its 
performance during the two days imme- 
diately following the bank holiday, in 
which the trust index rose 37 per cent. 
against 18 per cent. for the general 
market. Eevery important market rally 
since the end of 1929 has been accen- 
tuated in the rally of the leverage 
common stocks. But just as these stocks 
rise faster than the general market so 
have they declined faster, until they are 
now in the low-priced range in which 
they tend to resist farther decline. 
For instance, on December 31, 1932, 
one of these stocks not only had no 
asset value but actually had a deficit 
value of more than $15 a share. That 
is, there were not enough assets in 
this trust to cover the claims of its 
preferred stock. The difference be 
tween the amount of assets available 
to the preferred and the amount to 
which the preferred would be entitled 
in the event the trust liquidated 
amounted to more than $15 a share 
on the number of common shares of 
the trust outstanding. Yet during 1932 
there was an active market for the 
common stock of this trust of around 
$2 a share. 

One unusual example of a leverage 
type,.stock is the common stock of the 
new trust referred to above. Being 
new, this company has been set up with 
modern features based on trust expe’ 
rience of the last ten years—features 
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designed to insure the operation of the 
trust on an open basis. For example 
the board of directors has passed reso- 
lutions clearly defining investment and 
publicity policies. While a manage- 
ment trust in the true sense of the 
term, the company provides that stock- 
holders at any time upon proper request 
can secure the asset value of their 
shares, a list of common stocks ap- 
proved for the general investment port- 
folio and, subject to certain minor 
restrictions, the portfolio of underlying 
securities. It is further provided that 
the company must publish audited re- 
ports quarterly and that these reports 
shall set forth any major change in 
investment policy. These provisions 
indicate a tendency prevalent in the 
formation of new management trusts. 

A stock of this type, then, is espe: 
cially well suited for the investor who: 

1. Insists on having information on 
his trust’s status and operations at 
frequent intervals; 

2. Believes that conditions will show 


a fairly prompt and substantial im- 
provement; 

3. Wishes to share in any such im- 
provement to an accentuated degree 
through the operation of leverage; 


4. Is 
income. 

During the three-year depression 
period ended December 31, 1932, rep- 
resentative investment trusts were en- 
couragingly successful in conserving 
their assets. Eight representative trusts, 
for instance, ended the three-year 
period with 60 per cent. more assets 
than they would have had had they 
invested in the stocks used in comput- 
ing the Dow-Jones Industrial Stock 
Average. One company actually suc- 
ceeded in increasing the asset value 
of its common stock 40 per cent. during 
the last three years. 

In considering the record of manage- 
ment trusts, it should be borne in mind 
that leverage trust common stocks pro- 
vide the same type of speculative in- 
vestment as the margin account. Yet 
thousands of investors who operated 
on a margin account have been com: 


not interested in immediate 
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pletely wiped out, whereas the indi- 
vidual who in 1929 purchased leverage 
trust shares outright still retains his 
investment—though to be sure at 
greatly deflated levels—and still has an 
opportunity to recover his losses with 
accentuated rapidity. 


MANAGEMENT TRUST EXPENSES 


As is the case with companies in 
practically every other field, manage- 
ment trusts have been pruning expenses 
during the last three years. The result 
has been that, despite the decline in 
their assets and earnings, the ratio of 
expenses to both assets and earnings 
has remained virtually stationary with 
respect to representative trusts. With 
the trusts learning thus to operate more 
efficiently, it appears evident that, as 
soon as assets and earnings show im- 
provement, operating efficiency will be 
better than it could have been without 
the chastising discipline of the depres- 
sion. 

A study of the last three years indi- 
cates that the size of the trust does not 
necessarily have a bearing on its operat- 
ing efficiency. For example, of the 
leverage type trusts whose stocks are 
listed on. the New York Stock Ex- 
change, one of the smallest maintained 
the lowest ratio of expenses to assets 
during the last three years. Another 
small trust, while having a high ratio 
of expenses to resources, had one of 
the best records of conservation of 
assets. 

Another interesting phase of trust 
operation is brought to light in a study 
of one trust whose gross expenses are 
above the average but which derives 
considerable income from furnishing 
other trusts with investment service. 
Income from this source reduces the 
expenses incurred by the trust’s exten- 
sive analytical department, with the 
result that its operating efficiency is 
above the average. The theory, of 
course, is that investment service fees 
may eventually cover the trust’s invest: 
ment overhead or even provide net 
income. 
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The importance of a strong sponsor- 
ship of a trust security cannot be 
too greatly emphasized. Sponsorship 
may be important from one of two 
angles depending upon which type of 
trust is involved. 

In the case of a unit type trust, 
sponsorship has relatively little bearing 
upon the market for the trust’s shares 
because they are traded at a price based 
on their asset value. But from a 
supervisory standpoint strong sponsor- 
ship is essential to a unit type trust. In 
the modern trusts it is the sponsor 
who directly or indirectly is responsible 
for maintaining the trust’s degree of 
modernity. 

Since it provides a supervisory organ- 
ization which is constantly checking the 
status of the underlying securities, the 
strength and effectiveness of this organ- 
ization may be largely dependent upon 
the strength of the trust’s sponsor. For 
example a research department under 
the direction of a well-known economist 
is engaged in studies of conditions af- 
fecting the investment standing of 


stocks underlying one of the large unit 


type trusts. In a real sense the work of 
this department and its continuation 
during the life of the trust is dependent 
upon the depositor or sponsor of the 
trust. In brief a live and efficient re- 
search organization is essential in the 
case of a modern unit type trust to in- 
sure the prompt elimination of securi- 
ties whose qualities may have altered 
since their original inclusion in the 
trust. 

So far as management trusts are con’ 
cerned, an active sponsor with resources 
of sufficient size to insure its continuing 
in business for an indefinite period will 
have a marked bearing on the public 
interest created in the trust in question. 
Securities—whether of industrial, pub- 
lic utility, railroad or investment com- 
panies—have broad and active markets 
if they are widely distributed through- 
out the country in relatively small 
blocks. American Telephone and Tele- 
graph Company, for example, has taken 
pride in pointing to the large number of 
owners of its common stock and the 
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small number of shares -which comprise 
the holdings of the average owner. In 
this way management trust securities 
which are traded in a free and open 
market will be traded more actively and 
probably at prices which more truly re- 
flect their intrinsic worth if they are 
widely distributed and if public interest 
in them is maintained by active sponsor- 
ship. 


SUMMARY OF FOUR TYPES OF TRUSTS 


By way of summary, then, we have 
four different types of trusts that are 
important factors in the scheme of 
things financial and that are probably 
destined to become increasingly impor: 
tant as time goes on. There is the unit 
type trust, the principal characteristic 
of whose shares is certainty of sharing 
in the movements of the general stock 
averages. There is the mutual fund, the 
value of whose shares is determined 
solely by the effectiveness of the man- 
agement. There is the non-leverage 
type trust, the market for the common 
stock of which will fluctuate in accord: 
ance with the supply and demand but 
also, to a large degree, reflect the ability 
of management. And finally there is 
the leverage type trust, with its bonds 
for income and relative stability, its pre’ 
ferred stock for appreciation possibili- 
ties up to its par value and probably for 
income after conditions have improved 
sufficiently to warrant its appreciation 
to par value, and its common stock for 
no income at present but for distinct 
speculative possibilities. Behind each of 
these classes of securities lies the shadow 
of sponsorship, the nature of which cari 
be judged by resources in dollars and 
cents, by personnel, by indications of 
moral character as exemplified through 
advertising and to some degree also by 
whether or not it provides the investor 
with an opportunity to make a selection 
from a widely diversified group of 
securities. With these clues for guid’ 
ance, the investor or his financial ad- 
visor should be in a position to select 
trust securities with a knowingness 
which should make for the successful 
building of investment programs. 





Bank Investments 


If Institutions Must Preserve Their Liquidity, What Are They 
Going to Do with Their Surplus Funds? 


By Oscar LASDON 


mercial banks have assumed many 

investment banking functions. They 
have departed from the older standards 
of banking liquidity and have become, 
to an increasing degree, investment 
institutions. This metamorphosis has 
been the subject of considerable criti- 
cism by advocates of orthodox banking 
principles. In particular, H. Parker 
Willis, former secretary of the Federal 
Reserve Board, has decried the fact 
that a substantial amount from demand 
deposits has been invested in long- 
term paper. 

The question paramount in the minds 
of many banking observers is whether, 
in the light of the happenings of the 
past two years, this trend will continue. 
Will any change be witnessed in the 
attitude of the banks in regard to their 
investment policies? 


I: is a well-known fact that our com- 


GROWTH OF LONG-TERM INVESTMENTS 

The growing concentration of bank 
assets in long-term investments is clearly 
brought out in the following table. 
This table gives the percentage of total 
bond investments to total loans and 
discounts of national banks. 


Per 

June 30, cent. 
1920 33 
1921 36 
1922 40 
1923 43 
1924 43 
1925 45 
1926 44 


Per 
June 30, cent. 
1927 
1928 
1929 
1930 
1931 
1932 


It is evident that the fundamental 
forces underlying the sustained growth 
of bank bond holdings still exist. The 
large proportion of time deposits, par- 
ticularly in country banks, has been 


set forth as justifying extensive com- 
mitments in bonds. We must also con- 
sider the change which American busi- 
ness has undergone. Industrial develop- 
ment accounts for the fact that business 
is now carried on by large corporations, 
and there is no doubt that this transi- 
tion in industry has been, to a great 
extent, clearly responsible for the trans- 
formation of our banks into investment 
institutions. In the first place, enter- 
prises which formerly obtained their 
working capital from the banks now 
obtain it through the medium of secu- 
rity issues. Secondly, because of the 
huge cash surpluses held by these corpo- 
rations, the banks have come to be 
regarded as “convenient depositaries” 
of funds rather than sources of accom- 
modation. 

This corporate evolution directly ac- 
counts for the decrease in the amount 
of commercial paper available for pur- 
chase. Thus it has narrowed the 
channel through which bank funds 
formerly flowed, diverting funds which 
were once placed in eligible paper into 
longer-term assets—to a great extent, 
bonds. 

It must also be remembered that these 
former borrowers no longer need funds, 
but actually have on deposit large 
balances which must be placed in some 
form of earning asset. 

The same factor which has encour- 
aged investment banking by lessening 
the demand for short-term loans has 
further added to the difficulties by 
providing the banks with additional 
funds for investment purposes. 


LARGE-SCALE CORPORATE DEVELOPMENT 
Few will admit that large-scale cor- 


porate development has ceased. Nor is 
it probable that the growth of time 
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deposits has halted. On this basis, it 
would seem that the banks will retain 
the characteristics of investment institu- 
tions already acquired. As one econo- 
mist aptly stated, “Whatever may be 
the purely theoretic views as to whether 
or not banks should place earning 
assets in bonds instead of commercial 
paper, they are faced with the coldly 
practical fact that they have no other 
choice.” 


BONDS AS SECONDARY RESERVES 


But, considering the experience of 
bankers during the past two years, will 
these factors continue to be of the 
same force and effect? The large 
depreciation suffered on their portfolios 
has made many bankers steer clear of 
the bond market. Generally, the 
illiquidity of bank bond portfolios in 
times of stress has given a severe jolt 
to the conventional theory of the value 
of corporate issues as “secondary re- 
serves.” It is fundamental that the 
major object of a “secondary reserve” 


account is to provide a bank with liquid 


assets when funds are needed. But 
when any particular type asset loses its 
liquidity it can no longer be classified 
as a “secondary reserve.” 

From the standpoint of an individual 
bank, the security markets provide 
ready access for funds in the event 
of a desire to convert corporate obliga- 
tions into cash. Taking the banking 
system as a whole, however, it is 
obvious that any concerted effort on 
the part of the banks to do this dis- 
astrously affects bond values and defeats 
its own purpose. The apparent liquid- 
ity turns out to be an illusion. 

The banks are faced with the neces- 
sity of finding an outlet for their 
surplus funds. The most convenient 
way to place these funds is by recourse 
to the bond market. Recent events, 
however, have led many bankers to 
question the advisability of pursuing 
this course. How, then, are the banks 
to invest? What is the solution of 
the problem? Banking experts are 
generally of the opinion that either our 
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banking structure must be revised to 
meet the changes that have occurred, 
or that steps must be taken to restore 
our banking system to its former liquid 
position by reverting to the orthodox 
standards of commercial banking. Such 
institutions as the Reconstruction Fi- 
nance Corporation, which lends on col- 
lateral, are unofficial modifications of 
the banking structure. It is extremely 
doubtful, however, whether such mod- 
ifications will remain permanent. As to 
reverting entirely to old commercial 
banking practices, this would seem im- 
probable in the face of the large 
decrease in the supply of commercial 
paper. 


A PASSING EPISODE IN BANKING HISTORY 


At present it may truthfully be 
said that bonds are the victims of a 
loss of confidence. This loss of con- 
fidence is one of the factors which 
have tended to impair the liquidity of 
these obligations. But, after all, on an 
absolute basis there is very little real 
liquidity. Commercial paper is liquid 
only because it is rediscountable at the 
Reserve banks; bonds, only when other 
institutional investors or purchasers are 
willing to bid for them. The difficulty 
lies with present conditions, and there 
is reason to believe that this situation 
may be but a passing episode in the 
history of banking. Therefore it is 
probable that commercial banking will 
progress in much the same manner as 
formerly. However it is more than 
likely that institutions will be far more 
discriminating in the purchase of their 
investments than they have been in 
the past. 

A suggestion has been made that, if 
the banks are forced to retain these 
long-term investments, they must not 
be called upon to meet immediate de- 
mands on time deposit accounts. Thirty 
day notices stating the intention to 
withdraw time deposits would be man- 
datory. This would not only allow 
institutions time to realize on their 
slower assets but, what is more impor: 
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tant, would be a corrective influence 
in that it might lead to the recon- 
version of many time deposit accounts 
(which are in reality demand deposits) 
into demand deposits. 

The problem is one that requires 
serious thought. In considerable meas- 
ure, the future of bonds in the banking 
system depends upon the steps which 


are taken to remedy present banking 
difficulties. In particular, of course, 
this statement refers to fundamental 
measures as contrasted with temporary 
steps designed to alleviate immediate 
hardship. Whatever the outcome, it 
is probable that another step in the 
process of banking evolution will be 
witnessed. 


MERELY AN INCIDENT 


THE recent bank holiday and other financial developments have 
brought forth the usual crop of stories relative to the use of 
substitutes for money and the employment of various credit 
systems. Here is one of the best: 

A travelling man registered at a hotel one morning and asked 
the clerk to take a hundred dollar bill for safe keeping. Being 
rushed with work the clerk simply placed it in a compartment 
in the money drawer. Coming in a little later the proprietor of 
the hotel noticed the hundred dollar bill and decided to pay his 
tailor. He did so, receiving a receipt for the amount. The tailor 
owed a jobber for cloth and thought he had better place the 
hundred on account. He, too, received a receipt for the payment. 
The jobber owed a physician a like amount, so he called at his 
ofice during the afternoon and paid his bill, which was duly 
receipted. The family of the physician had been away during the 
summer and he had lived at the hotel. Accordingly after office 
hours he walked over to the hotel and settled his account with 
the hundred dollar bill. Early in the evening the travelling man 
who had left the bill for safe keeping called at the desk for his 
money. The clerk went to the money drawer, secured the bill 
and handed it over. The owner of the hundred dollar bill struck 
a match, applied it to the bill and then started to light his cigar. 
The clerk let out a warning cry. The man merely laughed. 
“It’s all right,” he said. “The bill is a counterfeit.” 

There are so many morals to be drawn from the little story 
that we hesitate to make any comment. Think it over.—Evening 
Tribune, Lawrence, Mass. 
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Accepting the Trust 


Some Ways in Which. Future Difficulties in Management 
May Be Avoided 


By CUTHBERT LEE 
Former Trust Supervisor, Guaranty Trust Company of New York 


trustee to execute the trust agree- 
ment or any formal acceptance of 
the trust. When the agreement has been 
executed by the other signatories and 
delivered to the trustee and the property 
has been received and accepted by the 


[: is not legally necessary for the 


months later when the agreement is 
signed by the grantor; no date is apt to 
be mentioned in connection with his sig- 
nature, except the date of his acknowl- 
edgment thereof before a notary public. 
It may be a still later date on which the 
agreement is signed by the trustee; and 


Among letters received regarding Mr. Lee’s series of articles 


are the following: “The Bankers Magazine has arrived and I 
have read the article on ‘Personal Trust Administration’ once, 
and shall study it carefully, for it is very interesting to me, as 
I have been president of two banks, one national and one trust 


company. .. .”—Graydon Stetson, Boston, Mass. 

“IT have read with much interest the article ‘Personal Trust 
Administration.’ I will forward, within the next few days, a 
renewal of my subscription to The Bankers Magazine so 1 will 
not miss any of this worthwhile series.”—J. L. Heffernan, Asst. 


Trust Officer, First Trust & Deposit Co., Syracuse, N. Y. 


trustee, the trust will probably be con- 
sidered in force. It is advisable, how- 
ever, for the trustee to deliver to the 
grantor a formal acceptance of its ap- 
pointment and agreement to discharge 
the trusts, and it is the best established 
practice to include this in the wording 
of the trust agreement, and to have the 
trustee join in the execution of the latter. 


DATE OF AGREEMENT 


The text of the trust agreement usu- 
ally begins with mention of a date, and 
whenever the trustee has occasion to re- 
fer to “an agreement dated “ey 
the date recited in the agreement is the 
one used. Often it is some days or even 
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this date also is assumed to be the date 
of the notary’s certificate of acknowledg- 
ment before him, by the officer signing 
for the trustee, of the fact of the trus- 
tee’s signature. 

Each signer should acknowledge his 
signature before a notary public, who 
should fill out the certificate of such 
acknowledgment which is _ generally 
added to the agreement just below the 
place for the signature. Any party 
signing outside the state in which the 
trustee is located, and acknowledging his 
signature before a notary of such foreign 
state, should have the notary see that a 
certificate of the local county clerk or 
similar official is affixed attesting the fact 
that the notary is duly commissioned and 





THE BANKERS MAGAZINE 


authorized to take such acknowledg: 
ments. 

If the signature of any party is per- 
formed in a foreign country, he should 
acknowledge it before an official of the 
American Foreign Service, consular or 
diplomatic; and of course the form of 
certificate of acknowledgment added to 
the agreement should be one adapted to 
use by such official. 


ORDER OF SIGNING 


It is the practice to have the agree- 
ment signed by the grantor first. The 
trustee should not sign before, because 
not until the grantor has signed is the 
property by an instrument in writing 
given to the trustee, and hence not until 
then can the trustee accept it and the 
trusts imposed by the agreement. The 
trustee should not sign before delivery to 
it of the property enumerated, because 
the agreement contains wording which 
constitutes a receipt by the trustee for the 
property. If part of the property is not 
ready for delivery the agreement need 
not be held up; the mention of that part 
can be stricken out of the schedule, all 
signatories placing their initials beside 
this alteration, and all may then sign. 
When the further property is ready to 
be delivered it may be given to the 
trustee as an addition to the already es- 
tablished trust. 


DATE OF EXECUTION 


A trust agreement providing for sig- 
nature by the trustee has not been fully 
executed until, after the grantor has 
signed, the trustee has executed the 
agreement. The date of the acknowledg- 
ment before a notary of the trustee’s 
signature is then considered the date of 
execution: This is usually regarded as 
the date on which the trust becomes ef- 
fective, and it is important for many 
purposes discussed hereafter. 

The agreement should be prepared in 
as many counterparts as there are signa- 
tories, usually the grantor or grantors 
and the trustee or trustees, and each 
should be signed and acknowledged fully 
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by all parties who are to sign, making 
each exemplar an original executed 
counterpart. A carbon copy serves per- 
fectly well to be executed as an original. 
One such executed original is filed by 
the trustee in its vault and another de- 
livered to each signer. 

One of the first steps to be taken by 
the trustee is to make a supply of copies 
of the original agreement, typed, printed 
or photostatic, so that it may have them 
on hand to furnish to transfer agents, to 
counsel, etc. A further necessity of 
copies in the files is their need for fre- 
quent reference by the officers and staff 
concerned with the administration of the 
trust, without the delay of getting the 
original out of the vault. 


COPY FOR BENEFICIARY 


Ordinarily there is no need of furnish- 
ing a copy of the trust agreement to the 
beneficiary, who rarely desires or asks 
for it. Although not a signatory the 
beneficiary is an interested party, and 
there would seem to be no reason why 
the trustee should not supply him with 
a copy if he requests one. In some in- 
stances the grantor does not wish the 
beneficiary to have knowledge of the 
terms of the agreement, particularly in 
cases where income is payable at a 
future time, and undertakes to prohibit 
the trustee from supplying a copy of the 
agreement or any information to the 
beneficiary. In such case should the 
beneficiary demand a copy of the agree- 
ment or other information, the matter 
had best be referred to counsel for the 
trustee for an opinion as to where the 
trustee’s duty lies. 


RECORDATION 


Under New York State laws a trust 
agreement covering personal property 
need not be recorded with any govern- 
mental office. If the trust assets include 
real estate, however, the agreement must 
be recorded in the manner of any other 
deed of real property in order to secure 
to the trustee legal title to the realty. 
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SUCCESSOR OR SUBSTITUTED TRUSTEE 


A corporate fiduciary is often named 
in the agreement to act as successor 
trustee to one or more individual trus- 
tees upon death, illness, incompetency or 
resignation. Where not named it may 
take the place of such trustee upon 
nomination by a person to whom the 
agreement gives power to nominate, or 
upon appointment by the proper court 
as substituted trustee. 

One of the cases in which it is usually 
considered necessary to appoint a suc- 
cessor trustee, although the grantor may 
not have thought of the contingency, 
occurs when one of the trustees named 
in the agreement has died and the other 
is the beneficiary. There is no objec- 
tion to a beneficiary being one of the 
trustees, but it is doubtful whether an 
individual may be sole trustee and bene- 
ficiary as well, though this situation may 
be affected by the destination of the 
remainder. 

Another case which arises is the ap- 
pointment of a corporate fiduciary not 
as substituted trustee but as co-trustee 
with the individual originally named and 
still acting. Here the new trustee before 
becoming such is well advised to request 
that an accounting of the acts of the 
former sole trustee be approved judici- 
ally or informally, as in cases where it 
becomes successor trustee, as discussed 
below. 


CAREFUL INVESTIGATION NECESSARY 


The first question for the corporate 
fiduciary to decide before accepting suc- 
cession or substitution in an existing 
trust is whether it wishes to act, for it 
is under no obligation to do so, whether 


named in the agreement or not. If the 
previous trustee has resigned, he may 
have done so because the conditions were 
onerous, the fees too low or the inter- 
ested parties unreasonable, troublesome 
or even criminal. The same care is in- 
dicated in accepting the trust as in the 
case of any new business, as discussed in 
the last article, and it should not be as- 
sumed that, because the trust is in ex- 
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istence and the previous trustee once 
agreed to act, that the business may be 
accepted without investigation. 

If the agreement contains provisions 
which the new trustee regards as un- 
favorable, or sets a rate of commissions 
which is too low, these matters, with the 
agreement of all parties interested, can 
be altered and any obscure provisions can 
be construed by court — proceedings. 
These are legal matters which must be 
passed upon by counsel, both as to the 
possibility of effecting the changes and 
the manner in which they are to be ac- 
complished. 


DISCRETIONARY POWERS 


One of the points requiring thought 
by the new trustee when succeeding to 
a trust is the matter of discretionary 
powers. Some agreements provide that 
any successor trustee shall have and ex: 
ercise the same powers in every respect 
as the original trustee. Unless this is 
stipulated the general rule is that dis 
cretionary powers cease with the passing 
of the original trustee to whom they 
were granted, and may not be availed of 
by his successor. 

These powers may cover such matters 
for instance as payment of principal at 
the discretion of the trustee, and the 
making of investments outside the legal 
categories for trustees. Where the suc- 
cessor trustee is advised by counsel that 
it has no such powers, it may pay out 
no principal except as otherwise pro- 
vided in the agreement, and in the ab 
sence of further investment provisions 
would be restricted to legal investments. 
In short the removal of a discretionary 
power regarding any point of the admin- 
istration subjects the successor trustee to 
strict control by the remaining terms of 
the agreement; and, when the point is 
not covered in the agreement, by the 
general body of law governing the ad- 
ministration of like trusts. 

The interested parties in arranging to 
appoint the new trustee may have as’ 
sumed that it will exercise the dis- 
cretionary powers in the same manner 
as the original trustee, and if it is unable 
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to do so they may visit their disappoint- 
ment on the new trustee in the form of 
unmerited ill-will. To prevent the re- 
sults of such misunderstanding the suc- 
cessor trustee before accepting appoint- 
ment should make sure that the inter- 
ested parties understand any change in 
administration which will be brought 
about by the lapse of discretionary 
powers. If they insist that the new 
trustee exercise these powers and the 
trustee feels that it is unable to do so, 
there may be a possibility of clarifying 
or correcting the situation by a con- 
struction proceeding as in other cases 
mentioned above. 


ACCOUNTING OF PREVIOUS TRUSTEE 


If the new trustee qualifies and re- 
ceives the assets of the trust and con- 
tinues the administration without fur- 
ther formality, it is assumed to be re- 
sponsible for the trust from its inception 
and for all the acts of the previous 
trustee. Patently this is an obligation 
which it will not wish to accept. It will 
not be willing to become trustee until 
the previous trustee has rendered an ac- 
counting of his acts from the date of his 
last approved accounting, or, if none, 
from the inception of the trust, and until 
this accounting has been approved. Pref- 
erably this should be a formal account- 
ing to the court of jurisdiction, adjudi- 
cated by a decree. On the advice of 
counsel the new trustee may agree to 
act after the rendering by the previous 
trustee of an informal account, approved 
by a receipt and release executed by all 
interested parties. It will naturally be 
furnished with a copy of the accounting 
and of the decree or, if informal, a copy 
of the receipt and release. There is no 
occasion for the new trustee to join in 
such release. 

When the former trustee has died, it 
is the duty of the executor or adminis- 
trator of his estate to render on his be- 
half an accounting of his acts as trustee 
from his last accounting or the beginning 
of the trust to the date of his death. 
This accounting, as in the case of any 
trust which is to continue, is called an 
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intermediate accounting, and may be 
either formal or informal according to 
the same considerations that determine 
the choice of form in connection with 
any given accounting of a trustee. 


CHANGES IN INVESTMENT HOLDINGS 


Before any accounting of a previous 
trustee is rendered, the new trustee 
should have an opportunity to examine 
it. This accounting will fix the form 
in which the trust assets are to be turned 
over to the new trustee. It may be that 
some of the investments are not accept- 
able because not authorized by the terms 
of the agreement. The new trustee 
should not have the onus of getting rid 
of such investments at a possible loss, or 
the embarrassment of not being able to 
sell them because there is no market. 
They may also include participations in 
bond and mortgage which could not 
readily be liquidated by the new trustee. 
The latter will require all such invest: , 
ments to be sold before the accounting 
is made in final form, as a condition of 
its acceptance. 


VALUATION OF ASSETS 


Another point in the examination is 
the value at which the previous trustee 


shows the assets on hand. If inexperi- 
enced he is apt correctly to show the 
cost or market value at the inception of 
the trust as the inventory value with 
which he charged himself on acquiring 
them, and to show incorrectly the same 
amount as the value of the assets in his 
hands at the termination of his adminis- 
tration. If the market value is in reality 
lower, and while the assets are in the 
hands of the new trustee the market 
value remains the same, should the new 
trustee have accepted the assets at the 
higher figure at which the previous trus- 
tee sought to turn them over, the new 
trustee on termination of the trust would 
show a loss in principal although no loss 
had occurred during its administration. 

There almost always will be some 
change in the market value between the 
date of the accounting and the date 
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when the new trustee receives the assets. 
The new trustee is entitled to inventory 
the assets at the market value on the 
date when it receives them. If, how- 
ever, this value differs widely from that 
in the accounting approved on the 
termination of the previous trusteeship, 
the new trustee may at some time be put 
to the unnecessary bother of proving its 
inventory to be correct. The new trustee 
may therefore prefer to insist that prop- 
erty on hand be shown by the previous 
trustee at not above the actual market 
value on the date of his account. 


INFORMAL ACCOUNTING 


An informal accounting can receive 
the valid approval of all parties only 
when all of them are mentally competent 
and adult. If any one is incompetent or 
under legal age the accounting must be 
settled judicially. In a case where the 
trustee and its counsel conclude that an 

informal accounting of the previous 
“ trustee would be satisfactory, but one of 
the parties is perhaps a few months un- 


der age, the corporate fiduciary which is 
to succeed may agree to do so when the 
accounting has been approved by the 
infant’s signature accompanied by his 
promise to re-execute the receipt and re- 
lease immediately after he shall have be- 


come of age. The business risk involved 
may in some cases be considered a 
proper one to assume, particularly if the 
amount in question is small. 

Before a trustee may succeed to a 
trust by court appointment it is required 
to execute and file with the court a con’ 
sent to act as trustee, and a designation 
of the clerk of the court as a person on 
whom service of any process of the court 
may be made if the trustee is not found 
after the exercise of due diligence. It 
is further necessary for the bank or trust 
company to be named as trustee in an 
order of the court. The papers initiat- 
ing action for judicial settlement of the 
previous trustee’s account may state that 
it is desired to appoint the corporate 
fiduciary as trustee and that it has con- 
sented to act. The appointment may be 
made to take effect upon the entry of 
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a decree settling the former trustee’s ac- 
count. If this method is followed the 
trustee avoids being made needlessly a 
party to the accounting proceedings; 
and the expense of double citation costs, 
because of citing for the accounting 
proceedings and for the proceedings to 
have the new trustee appointed, is elimi- 
nated. 


SUBSTITUTION OF TRUSTEE 


When there are two or more trustees 
and the corporate fiduciary is substituted 
for one of them and the others continue, 
the situation is different from that which 
we have been considering above. An 
accounting should be made by the trus- 
tees before the new trustee enters the 
trust, and the same consideration should 
be given to it as if the new trustee were 
sole successor. The chief difference lies 
in the fact that the assets have remained 
subject to the control of a continuing 
body of trustees, and have not been 
turned over by one trustee to another; 
though in fact, if the new trustee is a 
corporate fiduciary, the assets will prob- 
ably be physically turned over to it. 
Because, however, of the unbroken con- 
tinuity, the trustees do not revalue the 
assets on the date when they are turned 
over to the corporate fiduciary, but con- 
tinue to hold them at the values estab- 
lished in the intermediate accounting 
had upon the resignation, death or re- 
moval of the trustee for whom the cor- 
porate fiduciary is substituted. 


CHANGE BY MERGER 


In the interest of obtaining all pos- 
sible business the corporate fiduciary 
having knowledge that it is named as 
future successor or contingent trustee 
should follow up each such case, and 
whenever the original trustee dies or for 
any reason ceases or wishes to cease to 
act, be ready to assert its claim to office. 
Likewise, when it has succeeded by 
merger or otherwise to the business of 
another corporate fiduciary named as a 
contingent trustee, it should promptly in- 
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vestigate the circumstances and make 
sure that no other trustee has been or 
shall be appointed in its rightful place. 
In cases of testamentary trusts with no 
unusual provisions as to a successor 
trustee, it has been established that a 
corporate fiduciary succeeding to the 
business of the fiduciary originally named 
and still acting, becomes by right trustee 
of the trust, and this presumably applies 
equally to such a change involving a 
voluntary trust. 

It has, however, also been held with 
regard to a testamentary trust that, when 
the corporate fiduciary named in the will 
as trustee had already, before the execu- 
tion of the will, been succeeded in its 
business by another institution of dif- 
ferent name, that this successor had no 
right to the office of trustee; and pre- 
sumably this ruling would apply to a 
trust under an agreement which named 
a corporate fiduciary already succeeded, 


471 


at the date of execution of the agree- 
ment, by another institution through 
merger or other acquisition of its busi- 
ness. 

Such an error in naming the bank or 
trust company in the agreement would 
fortunately be uncommon. Of frequent 
occurrence, however, is an agreement 
naming an existent fiduciary as con- 
tingent trustee, which fiduciary has later 
been merged or otherwise supplanted in 
its business by another institution before 
the opportunity for it to act as trustee 
has arisen. The new or different in- 
stitution should then endeavor to have 
the agreement amended, if that is pos- 
sible, so that it will appear as contingent 
trustee in its own current style. This 
amendment may not be essential, but it 
is a safeguard worth taking the trouble 
to secure, as it eliminates doubt as to the 
right to succeed as trustee of the trust 
involved. 


Acknowledgment is made of suggestions received from Messrs. Thomas 
C. Hennings, vice-president, Mercantile Commerce Bank and Trust Com- 
pany, St. Louis; Frederick W. Swan, president of Chemung Canal Trust 
Company, Elmira, N. Y.; Dudley S. Silsby, cashier and trust officer of 
Holyoke National Bank, Holyoke, Mass.; and P. H. Stiges, trust officer and 
secretary, Interstate Trust and. Banking Company, New Orleans. 

Trust men are requested to write the author, care of THE BANKERS 
MAGAZINE, 185 Madison aenue, New York, in regard to cases from their 
experience offering pointers for these articles. 
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INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


Public Regulations 


F transcendent interest to the 
t banks and investment dealers of 

the country are the new meas- 
ures for the regulation of dealings in 
securities. Both the Federal Securities 
Bill and the Glass-Steagall Banking Bill 
contemplate sweeping changes in the 
manner of issuing securities and dealing 
in them by the classes of institutions 
named. 

At the time this was written these 
measures were under consideration, and, 
since their final form had not been 
reached, comment on their details would 
be out of place. It may be said, how- 
ever, that the Federal Securities Bill 
goes much beyond any regulation of the 
investment business heretofore contem- 
plated by the “blue sky” laws of the 
states, and imposes upon the issuers and 
sellers of securities responsibilities far 
greater than has ever been the case. The 
Federal Trade Commission is also to be 
clothed with wide powers in deciding as 
to the soundness of any enterprise on 
which securities are based. 

The Glass-Steagall Banking Bill seeks 
to divorce banking affiliates from the 
banks, and to limit in other ways deal- 
ing in securities by these institutions. 

As to the desirability of providing ad- 
ditional reasonable safeguards for issu- 
ing and marketing securities, there seems 
to be little division of opinion, even 
among the banks and investment dealers 
themselves. For they realize that, in 
order to do business in sufficient volume 
to afford a profit, the continued confi- 
dence of investors is essential. This 
confidence has been seriously impaired 
by the unsatisfactory experience that 
many investors have had in recent years. 
This outcome was not due, in the main, 
to the recklessness or dishonesty either 
of the corporations issuing securities or 
those engaged in marketing these securi- 


of Securities Issues 


ties. General conditions, depressing 
nearly all values, are chiefly to blame. 
But, on the other hand, there have been 
widespread corporate abuses and alto- 
gether too much eagerness on the part 
of banks and investment dealers to push 
the sale of their bonds and stocks with 
too little regard to their soundness. 
Higher ethical standards and more cau- 
tion would benefit not investors alone 
but investment dealers, who are now 
finding their business stagnant, partly on 
account of the lack of the qualities 
mentioned. 

Before sound investing can be re- 
stored, some essential conditions must 


be fulfilled: 


1. Business of all kinds must be put 
on a sounder basis. 

2. Corporate issues must be made 
on a more conservative basis. 

3. Investment dealers must be more 
careful in underwriting and _ selling 
securities. 

4. Investors themselves must exer- 
cise a reasonable degree of caution as to 
what they buy and with whom they 
deal. 


Some of these necessary measures are 
incorporated in the Federal Securities 
Bill. Others remain to be put into 
practice by investment dealers and by 
institutional and individual investors. 

Should the banks be divorced from 
the investment business, there will be a 
large brood of children to be cared for 
elsewhere. While Congress is disposed 
to regulate the securities business, it 
seems to provide no special institutions 
for housing the children which its de- 
cree of separation would turn adrift. 

If Federal regulation of securities, 
why not the creation of investment 
banks (or companies) under Federal 
laws and supervision? 
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EFFECTS OF DEBT RELIEF ON 
INVESTMENTS 


UMEROUS plans are being ad- 
N vocated, and some of them 

adopted, for affording relief to 
debtors. That the situation demands 
wise action in this direction is hardly 
open to question, and this phase of the 
matter is not at present being consid- 
ered. It is of interest, however, not to 
the creditor alone but to debtors as well, 
to speculate on the effect of the relief 
measures on the market for investment 
securities. This market has been de- 
veloped on the basis of strict perform- 
ance of obligations. Buyers of bonds 
and mortgages have relied on the pay- 
ment of principal when due, the main- 
tenance of the stipulated interest rate 
and, in many instances, on the gold 
clause. Practically all these safeguards 
are now being weakened. Many states 
have halted foreclosures of mortgages, 
the interest rates on these obligations 
are being cut down, and in some cases 
compulsory refunding of public debts, 
at a reduced rate of interest, has been 
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put into effect. The gold clause to be 
found in numerous bonds and mort- 
gages at present has no practical mean- 
ing. 

Again it may be well to state that the 
necessity for these measures, or even 
their justice, in view of existing condi 
tions, is not being discussed, but only 
what effect they will have on the invest: 
ment market of the future. 

It may well be that investors will 
hereafter take into consideration the 
risks which these measures entail. Here- 
tofore such risks have generally been ab- 
sent. Should it become, for this reason, 
more difficult to find a ready market for 
bonds and mortgages, it is difficult to 
see how debtors, in the long run, are to 
gain any advantages from the efforts 
now heing made to relieve them. If they 
cannot obtain funds at all, or only 
under extreme conditions; if the invest- 
ment market measurably dries up, the 
temporary relief now being afforded 
will be obtained at a high price. Bor- 
rowers might then have to turn to the 
state and Federal treasuries for needed 
funds. 
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The Business of Banks, Bankers, Investors and Dealers in Securities Receives 
Prompt and Careful Attention 


The present scaling down of debts, 
the postponement of payments and the 
reduction of interest rates probably rep- 
resent to the creditor the necessity of 
making a choice between accepting this 
policy or getting nothing. 

Some of the measures now being ap- 
plied to the relief of creditors will un- 
doubtedly have to run the test of the 
courts. Are they such impairment of 
the obligation of contracts as the Federal 
Constitution prohibits the states from 
making? 

Numerous complaints are being heard 
from the holders of mortgages (even 
where principal and interest are guar- 
anteed) that they are unable to collect 
either interest or principal. It can 
hardly be expected that investors in this 
class of securities will look upon them 
with much favor in the future. 

The necessities of the situation have, 
undoubtedly, called for the relief of 
debtors. But it would be a curious de- 
velopment if in attempting to afford 
them temporary relief their ultimate 
situation had been rendered not easier 
but more difficult. 


NEW ISSUES OF CORPORATE 
SECURITIES 


( Financial Chron made by the 
Financial Chronicle reveal the 
marked decline in the issue of 

new corporate securities in the United 

States. For the month of March the 

total was the lowest of any month since 

the time of the restrictions against new 


issues at the entry of this country into 
the World War. 


For the three months ending with the 
years named the total corporate issues 
have been: 1931, $1,070,160,723; 1932, 
$150,058,995; 1933, $107,489,778. 


CHASE BANK DROPS SECURITIES 
BUSINESS 


NDER date of April 5 the fol- 
: | lowing statement was sent to the 

shareholders of The Chase Na- 
tional Bank and Chase Securities Cor- 
poration, by Winthrop W. Aldrich, 
chairman of the governing board and 
president of The Chase National Bank, 
and chairman of the board of the Chase 
Securities Corporation: 


On March 8 last I issued a public state- 
ment pointing out that the experience of the 
past ten years had clearly indicated the ad- 
visability of separating commercial banking 
from the general business of investment 
banking. The Chase National Bank had 
for some time been giving serious consid- 
eration to the question of severing its connec- 
tion with its security affiliates and of limiting 
its future participation in investment banking 
solely to handling obligations of the United 
States Government and of states and munic- 
ipalities and other securities as provided in 
the National Banking Act. Last month a 
special committee of directors was appointed 
to recommend ways and means of bringing 
about this result. The report of this com- 
mittee was submitted to and its recom- 
mendations were approved by the boards of 
directors of The Chase National Bank and 
of Chase Securities Corporation at meetings 
held today. 

The committee, being unanimously of the 
opinion that there should be a prompt sepa- 
ration of the business of distributing securi- 
ties as conducted by the securities affiliates 
and the commercial banking business of The 
Chase National Bank, reported that it had 
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given consideration to a number of plans for 
accomplishing this result, including the pos- 
sibility of selling the securitics business to 
outside interests. The conclusion was finally 
reached, however, that in view of existing 
conditions it would be impossible to obtain at 
this time any satisfactory proposal to pur- 
chase the securities business of the affiliated 
companies. 

The committee accordingly recommended a 
plan which, as supplemented by further 
recommendations made by the board of direc- 
tors of Chase Securities Corporation, em- 
braced the proposals set forth below. These 
proposals, as approved by the board of di- 
rectors, are to be submitted for consideration 
and action by the shareholders at the special 
meeting to be held on May 16, 1933. These 
proposals are summarized as follows: 

(a) That the charter of Chase Securities 
Corporation be amended so as to eliminate 
from its activities the business of distributing 
securities to the public. As the charter of 
this corporation is broad in scope, the com- 


mittee recommended that the intended limita- | 
tion be accomplished by the addition of a: 


proviso to the effect that after the effective 
date of the amendment the corporation 
should not, either directly or indirectly, 
through any subsidiary, engage in the busi- 
ness of issuing, floating, underwriting, pub- 
licly selling or distributing, at wholesale or 
retail or through syndicate participation, 
stocks, bonds, debentures, notes or other 
securities. 

(b) That Chase Harris Forbes Companies, 
which is a wholly owned subsidiary of Chase 
Securities Corporation, engaged exclusively in 
the securities business, be placed in process 
of liquidation. 

(c) That the corporate name of Chase 
Securities Corporation be changed so as to 
eliminate the word “Securities” therefrom. 

(d) That the par value of each share of 
Chase Securities Corporation be reduced 
from. $5 to $1, and thereby the capital stock 
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of Chase Securities Corporation be reduced 
from $37,000,000 to $7,400,000. 

(e) That the board of directors of Chase 
Securities Corporation be reduced in number 
from thirty to ten. 

As soon as these propcsals are put into 
effect, the securities business of The Chase 
National Bank’s affiliates will terminate. Al- 
though Chase Securities Corporation (under 
its new name) will continue by identity of 
stock ownership to be affiliated with The 
Chase National Bank, its activities will be 
limited to holding and administering its re- 
maining investments, including its invest- 
ment in American Express Company, until 
appropriate disposition can be made of such 
investments. The proposed reduction in the 
capital of the corporation involves an elimina- 
tion of ali elements of “good will’ value 
from its assets. 


THE BEST TYPE OF INVESTMENT 
TRUST 


HAT a restricted, supervised in- 
vestment trust is preferred over 
either a fixed or an unlimited man- 
agement type of trust, is indicated by a 
survey of leading security distributors 
completed by Administrative and Re- 
search Corporation. 

In an effort to establish a consensus of 
investment bankers’ opinions on what 
constitutes the best type of investment 
trust, based upon their observations dur- 
ing the past two years, the questionnaire 
was sent to the principal investment 
houses in every important city in the 
country. Three hundred and eight re- 
sponses were received, which, in nearly 
every case, contained answers to all ques’ 
tions asked. 





A FAIR QUESTION —“ Why haven't Electric Rates 


come Down as much as the Cost of Living?” 


LECTRIC RATES have 

come down more than 
the cost of living, if the 
period since 1914 is 
sidered. Electric domestic 
rates are 33% lower now, 
while the cost of living is 
still about 25% higher. 


con- 


The decline in rates cannot 
be so sharp as the recent 
drop in living costs, because 
utility expenditures 
largely of charges which 
cannot be reduced. Such a 
charge is interest on money 


loaned by bondholders for 


consist 


construction. 
increased twice as fast as revenue during 
the past two decades and which now take 
more 
revenue. 


Another is taxes, which have 


than ten cents of each dollar of 


Rates per unit of use will continue to go down 
automatically as customers increase their use. 


ESE Associated Gas & Electric System 


Faas € Fe, 


Gy, 
Wty 


On “Should the investment portfolio 
be rigidly limited to a fixed list of lead- 
ing common stocks without ability to 
change?” the vote was yes, 26; no, 269. 
On “Should investment trust sponsors 
be given wide-open discretion in making 
portfolio changes?” the returns were al- 
most as decisive, 53 voting yes; 241, no. 

Of those preferring restricted flexibil- 
ity, 232 voted for charter provisions, 
“with power to add to the investment 
list securities from a reserve list of com- 
panies when it became desirable to dis- 
pose of securities on the current invest- 
ment list,” 45 against. The total pre- 
ferring “power to add to the investment 
list a limited number of companies after 
notice to shareholders” was 204; op- 
posed, 51. On a charter clause “with 
power to add any number of companies 
during an abnormal situation, but only 
after the approval of 51 per cent. of the 
shareholders,” 162 were favorable; 86, 
not favorable. 

The closest vote was in answer to the 
question, “Should portfolio stocks be re- 
stricted to dividend payers?” where 114 


61 Broadway, New York 


answered afhrmatively; 171, negatively. 

On two questions opinion was almost 
unanimous. Only 2 out of 275 votes 
favored investing all the funds in a trust 
in a single industry, such as utilities or 
rails, while every answer but one re- 
ceived favored “broad diversification in 
major industries for the trust funds.” 

Other answers of interest were: 

“Do you believe a definite restriction 
should be placed on the amount of the 
fund invested in any one company?” 
Yes, 283; no, 14. 

“Which of the following should hold 
the assets of the trusts?” Sponsor, 5; 
custodian bank, 49; independent bank 
trustee, 264. 

“What do you consider the most de- 
sirable way of making distributions. to 
shareholders?” By bearer coupon de- 
posited with local banks for collection, 
38; by check mailed direct to registered 
shareholders, 263; quarterly, 218; semi- 
annually, 73. 

“What should the position of sponsors 
be in the investment trust field?” Stock 
exchange firms, 21; general security un- 
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derwriters and distributors, 25; financial 
holding companies interested in man- 
agement of portfolio companies, 9; in- 
dependent investment trust sponsors 
whose sole activities are trust manage- 
ment, 259. 

“Investment distributors throughout 
the country are in a key position to study 
the needs of investors. With this thought 
in mind Administrative and Research 
Corporation has gone directly to them 
to make this study of what form of in- 
vestment trust most satisfactorily meets 
the investor’s requirements,” states Ced- 
ric H. Smith, vice-president of Adminis- 
trative and Research Corporation in an 
interpretation of the results of the ques- 
tionnaire. 

“Since its introduction in this country 
the investment trust has been the sub- 
ject of considerable discussion in financial 
circles. It has, of course, been passing 
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through an evolutionary process. Like 
every type of security, the investment 
trust has encountered severe pressure as 
a result of the violent economic disturb- 
ances of the past three years. Con- 
scientious sponsors of trusts have at- 
tempted to formulate an investment 
medium incorporating the greatest de- 
gree of protection for the investor, and 
at the same time giving sufficient flexibil- 
ity to meet changing business conditions. 

“Our study indicates that investment 
bankers are of the general opinion that 
the restricted supervised type of trust is 
most suitable to present day investor re- 
quirements, inasmuch as this form of in- 
vestment vehicle embodies all the advan- 
tages of the fixed type of trust, and at 
the same time provides sufficient flexibil- 
ity to meet changing conditions. More- 
over, it avoids giving unlimited discretion 
to the management, to which most in- 
vestors today are opposed.” 





BANKING and COMMERCIAL LAW 


A MONTHLY REVIEW OF IMPORTANT DECISIONS OF INTEREST 
TO BANK EXECUTIVES 


SET-OFF AGAINST INSOLVENT 
BANK 


Thomas v. Potter Title & Trust Co., U. 
S. Dist. Court, W. D. Pa., 
2 Fed. Supp. 12 


HERE a trust company de- 

\X posits funds, which it holds as 

trustee, in a national bank and 
the latter fails, the trust company will 
not be permitted to set-off the trust 
funds on deposit against a deposit made 
with it by the national bank. 

In order for such a set-off to be 
allowed, it must appear that the two 
debts are owing in the same capacity. 
In this case, the money which the trust 
company had deposited in the national 
bank was held by it as trustee, whereas 
the deposit which the trust -company 
owed to the national bank was owing 
in its private corporate capacity. 

If the trust company’s deposit in the 
national bank had been a deposit of 
its own money, it would have been 
entitled to set that deposit off against 
the deposit of the national bank which 
it held. 

At Law. Action by C. O. Thomas, 
receiver of the Bank of Pittsburgh, 
National Association, against the Potter 
Title & Trust Company. 

Judgment for plaintiff. 


OPINION OF THE COURT 
McVICAR, D. J.—The Bank of 


Pittsburgh, National Association, is a 
corporation existing under the national 
banking laws (12 U. S. C. A. § 21 
et seq.). It closed its doors Stepember 
21, 1931. The plaintiff was duly ap- 
pointed receiver thereof. The Potter 
Title & Trust Company, defendant, 
is a corporation of the state of Pennsyl- 
vania. Under its charter it transacts 
a banking business and acts as trustee. 
On the date that the Bank of Pittsburgh, 
N. A., closed, it had on deposit in the 
Potter Title & Trust Company $135,- 


787.39 of its own funds in its own 
name. On the same date the Potter 
Title & Trust Company had on deposit 
in the Bank of Pittsburgh, N. A., $46,- 
887.49 in an account designated “Pot- 
ter Title and Trust Company Trust 
Account,” which deposit represented 
funds of various estates of which the 
Potter Title & Trust Company was 
trustee. Since the Bank of Pittsburgh, 
N. A., closed, plaintiff has withdrawn 
from its deposit in the Potter Title & 
Trust Company $88,890, leaving a 
balance of $46,897.39. Plaintiff de- 
manded of defendant the balance afore- 
said, which defendant refused to pay 
on the ground that defendant had a 
right to set off against this amount the 
deposit defendant had in the Bank of 
Pittsburgh, N. A. Plaintiff then brought 
this action in assumpsit to recover the 
balance aforesaid. The parties waived 
a jury trial and agreed upon a statement 
of facts and further that, if the court 
found that defendant did not have the 
right to set-off, judgment should be 
entered in favor of plaintiff in the sum 
of $46,897.39, with interest from Sep- 
tember 21, 1931, and, if defendant was 
entitled to the set-off claimed, that judg- 
ment should be entered in favor of 
defendant. 

Is defendant entitled to the set-off 
claimed? What laws shall govern in 
the determination of this question, the 
laws of Pennsylvania or the laws of the 
United States? Rev. St. § 721 (28 
U. S. C. § 725 [28 U. S.C. A. § 
725}) provides: “The laws of the 
several states, except where the Con- 
stitution, treaties or statutes of the 
United States otherwise require or pro- 
vide, shall be regarded as rules of de- 
cision in trials at common law, in the 
courts of the United States, in cases 
where they apply.” 

In Swift v. Tyson, 16 Pet. 1, 19, 10 
L. Ed. 865, a leading case, the Supreme 
Court, in construing the above act, said: 
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“And we have not now the slightest 
difficulty in holding that this section, 
upon its true intendment and construc- 
tion, is strictly limited to local statutes 
and local usages of the character before 
stated, and does not extend to contracts 
and other instruments of a commercial 
nature, the true interpretation and effect 
whereof are to be sought, not in the 
decisions of the local tribunals, but in 
the general principles and doctrines of 
commercial jurisprudence. Undoubtedly 
the decisions of the local tribunals upon 
such subjects are entitled to, and will 
receive, the most deliberate attention 
and respect of this court; but they can- 
not furnish positive rules or conclusive 
authority by which our own judgments 
are to be bound up and governed.” 

In Gray v. Rollo, 85 U. S. (18 
Wall.) 629, 632, 21 L. Ed. 927, the 
Supreme Court said: “In Pennsylvania, 
it is true, set-off is allowed in cases 
where the claims are not mutual, and, 
in that state, under the decisions there, 
it is probable that set-off would be 
allowed in such a case as this. But we 
do not regard the rule adopted in 
Pennsylvania as in accord with the gen- 
eral rules of equity which govern cases 
of set-off. We think the general rule 
is stated by Justice Story, in his treatise 
on Equity Jurisprudence, where he says: 
‘Courts of equity, following the law, 
will not allow a set-off of a joint debt 
against a separate debt or, conversely, 
of a separate debt against a joint debt; 
or, to state the proposition more gen- 
erally, they will not allow a set-off of 
debts accruing in different rights.” 


In Pennsylvania a bank cannot set 
off a deposit against an unmatured note. 
Kurtz et al. v. County National Bank 
of Clearfield, 288 Pa. 472, 136 A. 789, 
51 A. L. R. 1475. Such set-offs are 
allowed in the United States courts. 
Storing v. First National Bank of Min- 
neapolis, 28 F. (2d) 587. 

These rulings impliedly recognize 
that the United States courts exercise 
an independent judgment .on matters of 
set-off and do not follow the decisions 
of the state courts. 
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If the determination of this question 
involves an interpretation of the na- 
tional banking laws, which it seemingly 
does, then the United States law con- 
trols. In McCandless v. Dyar (D. C.) 
34 F. (2d) 989, 991, defendant was 
indebted to a national bank. He set 
up as a defense thereto a claim in the 
nature of a set-off for money paid by 
him as a guarantor of the bank. The 
court said: 


“Has this defendant the right of set- 
off under the circumstances pleaded in 
this action, brought by the receiver 
upon his indebtedness to the bank?.. . 

“The right to the allowance of such 
an offset in the case at bar must be 
determined in the light of the statutes 
of the United States controlling sus- 
pended national banks in the hands of 
a receiver appointed by the Comptroller 
of the Currency, and especially the pro- 
visions of the United States statutes 
prohibiting preferences in the liquida- 
tion of national banks.” 

See 12 U. S.C. §§ 91, 193, 194 (12 
USCA §§ 91, 193, 194). 

In the United States courts there 
must be mutuality of right before a 
set-off can be asserted. In Scammon v. 
Kimball, 92 U. S. 362, 367, 23 L. Ed. 
483, the Supreme Court stated: 


“Whether the suit be one at law 
or in equity, set-off must be understood 
as that right which exists between two 
parties, each of whom, under an inde- 
pendent contract, owes an ascertained 
amount to the other, to set off their 
respective debts by way of mutual de- 
duction, so that, in any action brought 
for the larger debt, the residue only, 
after such deduction, shall be recovered. 
Adams’ Eg. (6th Am. Ed.) 447. 

“Courts of. equity, following the law, 
will not allow a set-off of a joint debt 
against a separate debt, or of a separate 
debt against a joint debt; nor will such 
courts allow a set-off of debts accruing 
in different rights, except under very 
special circumstances, and where the 
proofs are clear and the equity is very 
strong. 2 Story’s Eq. (6th Ed.) § 
1437.” 
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See Gray v. Rollo, 85 U. S. (18 
Wall.) 629, 632, 21 L. Ed. 927; Young 
v. Black, 7 Cranch, 565, 566, 568, 3 
L. Ed. 440; Tucker v. Oxley, 5 Cranch, 
34, 37, 3 L. Ed. 29: Beauregard v. Case, 
91 U. S. 134, 141, 23 L. Ed. 263. 

In Western Tie & Timber Co. v. 
Brown, 196 U. S. 502, 25 S. Ct. 339, 
49 L. Ed. 571, a bankrupt was indebted 
to the timber company. The timber 
company was indebted to the bankrupt 
as trustee. It was held the timber com- 
pany could not set off the trustee debt 
against the individual debt. 

In United States v. Butterworth- 
Judson Corp’n et al., 267 U. S. 387, 
395, 45 S. Ct. 338, 340, 69 L. Ed. 672, 
it is stated: “A bank having notice 
that a deposit is held by one for the 
use of or as security for another has 
only such right of set-off as is not in 
consistent with the rights of the latter.” 

The foregoing cases in principle rule 
that defendant cannot set off its deposit 
in the Bank of Pittsburgh, N. A., as 
trustee against the deposit of the Bank 
of Pittsburgh, N. A., with defendant 
in its own right. 

The principle laid down in the fore- 
going cases is the law of Pennsylvania, 
William D. Gordon v. Union Trust 
Company, 308 Pa. 493, 162 A. 293, 
294... . If the deposit of the Potter 
Title & Trust Company in the Bank 
of Pittsburgh, N. A., had been of its 
own money, it would have been en- 
titled, under the law, to set off the 
same against the deposit of the Bank of 
Pittsburgh, N. A., of its money in the 
Potter Title & Trust Company, although 
the result might be that the Potter Title 
& Trust Company would receive its 
entire deposit while other depositors of 
the Bank of Pittsburgh, N. A., might 
receive only a portion of their deposits. 
But the deposit of the Potter Title & 
Trust Company in the Bank of Pitts- 
burgh, N. A., was not of its own 
money, but it was of the money of other 
persons in which it had no _ interest 
other than as trustee or agent. Why 
should the deposit of such persons be 
paid in full when such payment may 


481 


work a preference as against other de- 
positors and creditors of the Bank of 
Pittsburgh, N. A.? Such a result would 
be unjust, and is contrary to the deci- 
sions of the United States and Pennsyl- 
vania. 

It is directed that judgment be en- 
tered in favor of the plaintiff and 
against the defendant in the sum of 
$46,987.39, with interest thereon from 
September 21, 1931, to which ruling an 
exception is granted to defendant. 


BANK LIABLE IN PAYING ON 
FORGED INDORSEMENT 


A. Paul Goodall Real Estate & Ins. Co. 
v. North Birmingham American 
Bank, Supreme Court of Ala- 
bama, 144 So. Rep. 7 


A drawee bank which pays a check on 
a forgery of the payee’s indorsement is 
liable to the payee for the amount. 

There are a number of cases in which 
it has been held that a drawee bank is 
not liable in circumstances such as those 
here presented. Those cases hold that 
the bank is not liable for the reason that 
there is no privity of contract between 
the bank and the payee. That is to say, 
that there is no contractual relation be- 
tween the drawee and the payee. The 
contract concerning the check is one be- 
tween the bank and its depositor and 
the payee is a stranger to the transac- 
tion. 

The court points out, however, that 
in the cases in which the bank was held 
not liable, the action was brought on the 
check. In the present case, the action 
is brought for a wrongful conversion of 
the check and in this kind of action 
privity of contract is not essential. 

The check in this case was payable to 
the plaintiff real estate company and was 
drawn on the defendant bank. It was 
delivered by the drawer to the payee’s 
agent. The agent indorsed the check 
with a rubber stamp bearing the plain- 
tiffs name and the words “For Deposit 
Only Account Of.” He used the stamp, 
however, in such a manner that these 
words did not appear. He placed his in- 
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dividual indorsement under the stamped 
indorsement. The court held that this 
constituted a forgery rendering the de- 
fendant bank liable. 

Action in assumpsit by the A. Paul 
Goodall Real Estate & Insurance Co. 
against the North Birmingham Amer- 
ican Bank. From a judgment for de- 
fendant, plaintiff appeals. Transferred 
from Court of Appeals under Code 
1923, § 7326. Reversed and remanded. 


OPINION OF THE COURT 


BROWN, J.—This is an action on 
the common count for money had and 
The plea was the general 


received. 
issue. 

The evidence is without dispute that 
the Peerless Ice Cream Co., Inc., being 
indebted to the plaintiff in the sum of 
$125, drew its check for the amount of 
the indebtedness on the defendant bank 
with which the drawer was a depositor. 

The check was delivered to A. Paul 
Goodall, plaintiff's agent, who had au- 
thority to receive the check as a collector, 
but had no authority to indorse plain- 
tiff's name thereon, or collect said check. 

Goodall placed an indorsement thereon 
by using a rubber stamp kept by plain- 
tiff for use in making deposits with an- 
other bank with which it did business, 
by stamping thereon the words “A. Paul 
Goodall R. E. & Ins. Co.—State Agents 
—Local Agents, Birmingham, Ala.,” 
using the stamp so as not to place 
thereon, “For Deposit Only Account 
Of” which was a part of the stamp, and 
indorsed “A. Paul Goodall” on the back 
of the check, and presented the check 
to the defendant bank, who paid it to 
Goodall. 

The check was subsequently surren- 
dered to the drawer, Peerless Ice Cream 
Co., Inc., and the evidence affords an 
inference that defendant credited itself 
on the drawer’s account with the amount 
of said check. 

After demand made on the defend- 
ant, this action was brought to recover 
the value of said check. 

Appellee insists that the question of 
liability of the drawee bank is con- 


trolled by the cases of M. Feitel House 
Wrecking Co. v. Citizens’ Bank & Trust 
Co. of La., 159 La. 752, 106 So. 292, 
and First National Bank of Washington 
v. Whitman, 94 U. S. 343, 24 L. Ed. 
229, which hold that, in the absence of 
acceptance or certification by the drawee, 
there is no privity of contract between 
the payee of the check and the drawee, 
and that payment of the check on a 
forged indorsement is not payment in 
law, although the check is surrendered 
to the drawer and credit taken therefor 
on the account between the drawer and 
the drawee, and that the payee’s remedy 
is against the drawer. 

It appears that the plaintiffs in those 
cases rested their rights of actions on the 
checks themselves, and hence privity of 
contract between the payee and the 
drawee was essential to a cause of action. 
Code 1923, § 9207. 

In the instant case the basis of the 
plaintiff's cause of action is the wrong- 
ful conversion of the check, and, under 
the law as settled in this state, he could 
sue in trover for conversion or waive 
the tort, and sue for money had and re- 
ceived. Rudisill Soil Pipe Co. v. First 
Nat. Bank of Anniston, 224 Ala. 436, 
140 So. 569; First Nat. Bank of Mont- 
gomery v. Montgomery Cotton Mfg. Co., 
211 Ala. 551, 101 So. 186; Burton Lum- 
ber Co. v. Wilder, 108 Ala. 669, 18 
So. 552. 

In such circumstances privity in fact 
is not essential to plaintiff's right of ac- 
tion. The only privity required is that 
arising by implication of law. Allen v. 
M. Mendelsohn & Son, 207 Ala. 527, 
93 So. 416, 31 A. L. R. 1063; Farmers’ 
Bank & Trust Co. v. Shut & Keihn, 192 
Ala. 53, 68 So. 363. 

It is next insisted that fraud is an es- 
sential element of forgery, and there is 
an absence of evidence tending to show 
fraud on the part of Goodall in the in- 
dorsement of the check. The method 
pursued by Goodall in the use of the 
rubber stamp in effecting the indorse- 
ment, coupled with his subsequent con- 
version of the money to his own use, 
goes to show a fraudulent intent at the 
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time of the indorsement. First National 
Bank of Montgomery v. Montgomery 
Cotton Mfg. Co., supra. 

If what was placed on the back of the 
check can be treated as an indorsement 
of the name of the payee thereon, the 
evidence clearly tends to show it was a 
forgery, and, if so, such indorsement 
and payment were inefficacious to pass 
the title of the check to the defendant. 
Treating the indorsement as that of 
Goodall only, the result is the same. 
First Nat. Bank of Montgomery v. 
Montgomery Cotton Mfg. Co., 211 
Ala. 551, 101 So. 186; Rudisill Soil 
Pipe Co. v. First Nat. Bank of Annis- 
ton, 224 Ala. 436, 140 So. 569. 

“A suit for money had and received 
is in the nature of an equitable action, 
and is maintainable whenever one per- 
son has money which ex aequo et bono 
belongs to another. 3 Brick. Dig. 51, 
§§ 10, 11, 13. And it is not always 
necessary that actual money shall have 
been received. If property or anything 
else be received as the equivalent of 
money by one who assumes to cancel or 
dispose of a property right, for which, 
by contract or liability, legal or equi- 
table, it is his duty to account to another, 
the latter may treat the transaction as 
a receipt of money, and sue for it as 
such.” Barnett v. Warren & Co., 82 
Ala. 557, 561, 562, 2 So. 457, 459; 
Farmers’ Bank & Trust Co. v. Shut & 
Keihn, 192 Ala. 53, 68 So. 363; Dorsey 
v. Peppers, 202 Ala. 321, 80 So. 403; 
2R. C. L. 782, § 36. 

The credit received by the defendant, 
if it in fact credited itself with said 
check on the drawer’s account, was, 


New York City 


within the rule above stated, the equiva- 
lent of money, and it was liable as for 
money had and received. Baltimore & 
Susquehanna. R. Co. v. Faunce et al., 6 
Gill (Md.) 68, 46 Am. Dec. 655; 52 
Am. Dec. 753, 754, note. 

The court therefore erred in exclud- 
ing the plaintiff's evidence and in di- 
recting a verdict for the defendant. 

Reversed and remanded. 


LIABILITY OF BANK PAYING 
CHECKS WRONGFULLY 
OBTAINED BY DEPOSI- 

TOR’S EMPLOYE 


American Surety Co. v. Empire Trust 
Co., New York Supreme Court, 
Appellate Division, 262 
N. Y. Supp. 140 


An employe of a depositor prepared 
checks for the depositor to sign, falsely 
representing that they represented 
amounts owing by the depositor. The 
checks were made payable to the em- 
ploye’s mother. The employe got his 
mother to indorse the checks by telling 
her that they represented the proceeds 
of a trading account which he was 
carrying in her name, and collected and 
appropriated the money. It was held 
that the indorsements, having been made 
in good faith by the person named as 
payee in the checks, were not forgeries. 
The drawee bank was, therefore, not 
liable to the depositor. 

Certain other checks, obtained in the 
same manner, were made payable to a 
fictitious person and indorsed in his 
name by the employe. It was held that 
the indorsements on these checks were 
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forgeries and that the bank was liable 
for their amounts to the depositor. 

Appeal from Supreme Court, New 
York County. 

Action by the American Surety Com- 
pany of New York against the Empire 
Trust Company. From an order grant- 
ing plaintiff's motion for summary judg- 
ment, and from the judgment entered 
thereon, defendant appeals. 

Modified by granting summary judg: 
ment in part only, and by severing 
action and denying motion in part, and, 
as modified, affirmed. 


OPINION OF THE COURT 


JAMES O'MALLEY, J.—Plaintiff 
sues as subrogee and assignee of Barstow 
& Company, a depositor of the defend- 
ant bank. Plaintiff's bond given by it 
to Barstow & Company protected the 
latter against loss arising through any 
dishonest act of any of its employes 
committed directly or by collusion with 
others. The action seeks to recover the 
proceeds of fifteen checks drawn by 
Barstow & Company upon its account 
with the defendant, which checks, it is 
claimed, were paid by the defendant 
upon forged indorsements of the payees. 
Plaintiff was required to indemnify Bar- 
stow & Company for the loss thus sus- 
tained, and seeks in this action to compel 
the defendant to repay to it the amount 
it was required to pay to Barstow & 
Company. 

The issue presented is whether there 
was a forgery of the checks in question 
The defendant concedes that the three 
checks upon which the first three causes 
of action are based were forged and that 
the plaintiff was properly granted sum- 
mary judgment for the amount involved 
in these three causes of action. With 
respect to the actions based upon the 
remaining twelve checks, however, it is 
urged that no forgery was established 
and that the motion for judgment, in so 
far as it was predicated upon these 
causes of action, was improperly 
granted. 

Our conclusion is that the defendant's 
contention must be sustained. The 


facts show that Henry Ventrice, an em- 
ploye of Barstow & Company, acting 
within the scope of his duties, prepared 
and approved false vouchers for pay- 
ments to be made by Barstow & Com- 
pany, which issued its checks to cover 
the false vouchers. Of the fifteen checks 
issued, three were to the order of a 
fictitious person, B. Englert, and were 
indorsed by Ventrice and the proceeds 
collected by him. It is clear there was 
forgery as to these three checks, and the 
defendant so concedes. Shipman et al. 
v. Bank of the State of New York, 126 
WW. ¥.. 338, 331, 27 M.S. 371, 12 L. & 
A. 791, 22 Am. St. Rep. 821. 

The remaining twelve checks, how- 
ever, were drawn to the order of H. 
Maresca, the mother of Ventrice. They 
were regularly indorsed by Mrs. Ma- 
resca and deposited in her account in 
another bank and the proceeds paid over 
by her to Ventrice. It is apparently 
conceded that Mrs. Maresca was wholly 
ignorant of the fraud perpetrated by 
her son, who had informed his mother 
that the checks represented the pro- 
ceeds of a trading account that he was 
carrying in her name for his own 
benefit. 

Counsel are agreed upon the rule to 
be applied in determining whether there 
was or was not a forgery. The true 
test is whether the indorsement of the 
name of the payee is made by the person 
intended by the maker to be the payee. 
If such person indorsed, then there is no 
forgery. Strang v. Westchester County 
Nat. Bank, 235 N. Y. 68, 138 N. E. 
739; Mercantile National Bank of City 
of New York v. Silverman, 148 App. 
Div. 1, 132 N. Y. S. 1017, affirmed 210 
N. Y. 567, 104 N. E. 1134. 

In cases relied upon by the learned 
trial justice in support of the decision 
(Shipman et al. v. Bank of the State of 
New York, supra; Strang v. West- 
chester County Nat. Bank, supra; 
United Cigar Stores Company v. Ameri- 
can Raw Silk Company, Inc., 229 N. Y. 
532, 129 N. E. 904; Bernhard Ulmann 
Company, Inc., v. Central Union Trust 
Company of New York et al., 257 N. 
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Y. 563, 178 N. E. 796), and others 
cited by the respondent’s counsel, the 
persons named as payees in the checks 
were fictitious. The case of Hartford 
vy. Greenwich Bank of City of New 
York, 157 App. Div. 448, 450, 454, 142 
N. Y. S. 387, affirmed 215 N. Y. 726, 
109 N. E. 1077, recently disapproved 
and overruled in Bernhard Ulmann 
Company, Inc. v. Central Union Trust 
Company of New York et al., supra, 
does not support the respondent’s claim. 
There the checks were made payable to 
James Wilson, a name assumed by the 
person who perpetrated the fraud. 

No case has been called to our atten- 
tion, nor have we been able to find one, 
where it has been held that forgery has 


been. committed by an actual person 


named as payee who indorsed it as such 
payee. 

In Strang v. Westchester County 
Nat. Bank, supra, the Court of Appeals 
seems to have clearly indicated that in 
such a case there would be no forgery. 
In that case one Bushnel, an attorney, 
represented to the plaintiff that his 
client, Remsen, desired to secure a loan 
on bond and mortgage covering real 
estate represented by Bushnel to be 
owned by Remsen. Plaintiff, relying 
upon such statement, drew a check to 
the order of Remsen and delivered it 
to Bushnel. Remsen, the payee, was a 
fictitious person and a name assumed 
by Bushnel for the purpose of perpe- 
trating a fraud on the plaintiff. Bushnel 
indorsed the name Remsen and collected 
the proceeds of the check. It was held, 
of course, that Bushnel was not intended 
by the drawer of the check to be the 
payee, and that Bushnel’s indorsement 
of the name Remsen constituted a for- 
gery. It was stated, however (page 72 
of 235 N. Y., 138 N. E. 739, 741): 
“Remsen, if a-real person, might have 
indorsed the draft without liability as 
a forger, however fraudulent the state- 
ment that he was the owner of the 
land.” 

We are not now concerned with the 
question of whether Ventrice was guilty 
of larceny. We are concerned with the 


question of whether the defendant bank 
may be held for paying the proceeds of 
the checks to the actual payee named 
therein, after an indorsement by such 
person. So far as the defendant bank 
is concerned, Barstow & Company must 
be deemed to have intended Mrs. 
Maresca to be the payee of the checks in 
question. 

It follows that the order and judg: 
ment should be modified by granting 
partial summary judgment to the extent 
recovery is sought on the first three 
causes of action, and severing the action 
and denying the motion in so far as it 
is predicated on the other twelve causes 
of action; and, as thus modified, affirmed 
with costs to appellant. 

Order and judgment modified as indi- 
cated in opinion, and, as so modified, 


afirmed, with costs to appellant. Settle 
order on notice. All concur. 
RECOVERY OF TAX ON BANK 


STOCK PAID UNDER PROTEST 


Gramatan National Bank v. County of 
Westchester, New York Supreme 
Court, Westchester County, 
262 N. Y. Supp. 3 


Taxes on the stock of a national bank, 
paid under protest, pursuant to a statute 
which discriminates between national 
bank stockholders and competing mon- 
eyed capital and which has been de- 
clared unconstitutional by the Supreme 
Court of the United States, may be re- 
covered back. 

Action by the Gramatan National 
Bank & Trust Company of Bronxville 
against the County of Westchester and 
others to recover tax on bank stock paid 
under protest. On plaintiff's motion for 
summary judgment. Motion granted. 


OPINION OF THE COURT 


WITSCHIEF, J.—The plaintiff seeks 
a summary judgment under rule 113 of 
the Rules of Civil Practice. The afhi- 
davits in support of the motion barely 
meet the requirements of rule 113, but 
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the motion will, nevertheless, be con- 
sidered upon the merits. 

On March 6, 1926, the plaintiff paid 
to the treasurer of Westchester County 
$1809.57, and on April 4, 1927, paid 
the same official $2744.44 in discharge 
of an assessment levied upon the stock 
of the plaintiff in those years under the 
provisions of the Tax Law as then in 
force. 

The county treasurer of Westchester 
County retained 1 per cent. of the taxes 
collected, and: distributed the balance 
between the town of Eastchester, the 
village of Bronxville and Union free 
school district No. 3, town of East- 
chester. 

Both payments were under protest, 
and this action is brought to recover 
the amounts so paid. 

The Circuit Court of Appeals in Pub- 
lic National Bank of New York v. Keat- 
ing, 47 F. (2d) 561, 81 A. L. R. 497, 
held that the provisions of the Tax Law 
of this state, as amended by chapter 897 
of the Laws of 1923, as construed by 
the New York Court of Appeals in 


People ex rel. Pratt v. Goldfogle, 242 
N. Y. 277, 151 N. E. 452, discriminated 
against national bank shareholders, and 


violated section 5219 of the United 
States Revised Statutes, as amended 
(12 USCA § 548); hence are void. 

It cannot alter the legal effect of that 
decision that in a particular tax district 
there may happen to be no other 
moneyed capital employed in competi- 
tion with the business of national banks. 

The act cannot be valid in one tax 
district, and void in another. 

The amendment of 1923, as construed 
by the Court of Appeals in the Pratt 
Case, discriminates between the stock- 
holders of national banks and certain 
forms of moneyed capital which the 
United States Supreme Court has held 
to be employed in competition with the 
business of national banks. First Nat. 
Bank of Hartford, Wis., v. City of 
Hartford, 273 U. S. 548, 47 S. Ct. 462, 
71°L. Ed. 767, 59 A. L. R. 1. 

The finding of fact in the Public Na- 
tional Bank Case which led to the con- 
clusion of law that the Act of 1923 was 
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void, was that in 1926 billions of dollars 
were employed in the City of New York 
and elsewhere in the State of New York 
in substantially the same manner as were 
the funds of national banks, and were 
used in competition with the business 
of national banks. It was because our 
Court of Appeals in the Pratt Case so 
construed the Act of 1923 as to exclude 
much of this moneyed capital from the 
tax that the act was held to be void. 

The learned county attorney argues 
that it is the failure of the taxing off- 
cials in a particular tax district which 
led the United States Supreme Court to 
hold the act unconstitutional, but that 
is not so. The taxing officials were 
bound by the construction which our 
Court of Appeals placed upon the act, 
and it was that construction which made 
the act unconstitutional. 

It was exactly as though the act itself 
contained the exemptions which the 
Court of Appeals construed it to con- 
tain. 

It was not the faulty method in which 
the municipal officials operated under 
the act which made it unconstitutional, 
but the wording of the act as construed 
by the Court of Appeals. 

While the Court of Appeals has held 
the act valid, the United States Supreme 
Court has held it void, and that deci- 
sion must necessarily prevail over the 
decision of the Court of Appeals. 

The act under which the assessments 
were levied being void, this action may 
properly be maintained. 

The taxes were not paid voluntarily, 
but under protest, and under threat of 
penalties if not paid. Our Court of Ap- 
peals had held the act valid, and there 
appeared to be no alternative but to pay 
the tax. 

The repeal, effective in 1927 (see 
Laws 1926, c. 286), did not affect the 
taxes theretofore imposed or the penal- 
ties attaching to nonpayment thereof. 

There appears to be no real defense 
to this action, and judgment will be 
awarded the plaintiff against each de- 
fendant in the amount received by it, 
with one bill of costs. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


HE political pot is boiling in 
T ture: Ramsay MacDonald and 

Benito Mussolini, conferring in 
the Eternal City, have devised a plan 
for uniting the leading countries in a 
new peace pact, which on being com- 
municated to France has been subjected 
to several important additions and 
qualifications. Other statesmen have 
been visitors to the Italian Premier, 
and there have been rumors of new 
understandings and alliances. Hitler 
has attained to supreme power in 
Germany and has characterized his 
advent to power by stirring up certain 
race prejudices and declaring for a 
vigorous policy, disturbing to neighbor- 
ing countries. Austria, which has here- 
tofore seemed to favor a customs union 
with Germany, has apparently given up 
this project, and looks in other direc- 
tions for an amelioration of her condi- 
tion. 

Rather curiously, the center of inter- 
national affairs has been shifted from 
the European capitals to Washington, 
where a meeting of representatives of 
some forty or more nations took place 
to consider all questions of world inter- 
est. This meeting was called at the 
instance of President Roosevelt, and 
the ready acceptance of the invitations 
to it gave an indication of its impor- 
tance. The general purpose of the 
Washington meeting was to secure 
some agreement on the proposals to 
be considered at the World Economic 
Conference to be held later at London. 
It seemed to be the belief that if 
substantial accord respecting these meas- 
ures could be reached in advance of 
the London Conference the latter would 
be more fruitful than similar gatherings 
have been. 

A significant change has taken place 
in the American attitude regarding the 
matters to be considered by the World 
Conference. During the later months 
of the administration of President 


Hoover the participation of the United 
States in the deliberations of the con- 
ference was conditioned on the stipula- 
tion that intergovernmental debts and 
tariffs were to be excluded. But Presi- 
dent Roosevelt not only invited, at 
the Washington meeting, discussion of 
these subjects but of any others of 
interest to the parties concerned. What 
this change of front may indicate with 
respect to the European debts owing 
to the United States cannot be said, 
but one thing is certain, and that is 
the disposition of Washington to recede 
from its position with respect to the 
tariff, a lowering of duties being looked 
on with increasing favor. Whether, 
either at Washington or London, the 
United States will continue to hold 
aloof from the settlement of European 
political problems, remains to be seen. 
These problems, as recent events indi- 
cate, have become quite as serious and 
pressing as those belonging to the 
domain of economics. Monetary matters, 
relating to the restoration of the gold 
standard and the position of silver, are 
sure to receive attention. The meeting 
at Washington, participated in by so 
many countries, evidences the disposi- 
tion of the nations of the world to 
co-operate in restoring prosperity. 


GREAT BRITAIN 


No event in recent financial history 
has attracted greater interest than the 
sharp reversal that has taken place in 
the gold situation of the Bank of Eng- 
land. After suspending the gold stand- 
ard in the autumn of 1931, the Bank 
had considerable accession to its stock 
of the metal from time to time, the 
additions coming from private sources 
and from India. Last December there 
was a loss, due to heavy gold payments 
to America in settlement of the British 
debt installment. But not only has 
the amount of this loss been offset by 
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recent accessions, but the stock of gold 
has risen to the highest point in the 
bank’s history. Concurrently with this 
striking change, the fiduciary circula- 
tion of the Bank of England has been 
reduced by £15,000,000. In one other 
important respect there has been an 
improvement of the situation: exports 
are showing an increasing tendency, 
with a corresponding decline in imports, 
thus redressing the trade balance situa- 
tion. Compared with 1931 the adverse 
balance of payments (which includes 


other items besides the movements of. 


merchandise and specie) amounting to 
£104 millions has, according to the 
Board of Trade estimate, dropped to 
only £59 millions for 1932. 

The Monthly Review, for April, 
issued by Lloyds Bank, Limited, thus 
views the industrial situation: 

“The set-back in home trade indi- 
cated by the January unemployment 
returns has been followed by a slight 


improvement. Employment itself js 
better, and the recovery is of a more 
than seasonal character. Railway goods 
trafic returns have had an upward 
trend during the past two months, and 
retail trade reports recently received 
from the South point to some increase 
in business. There has been a slight 
but welcome revival in the iron and steel 
trades. Stocks are lower, and a few 
more furnaces have been brought into 
blast. The new shipbuilding orders 
recently placed on the Clyde have been 
helpful both to the steel trade and to 
marine engineering, boiler-making and 
allied industries. On the other hand, 
world trade has been unsettled both 
by the American banking crisis and 
by political developments on the Con- 
tinent, and this unsettlement has had 
certain reactions in England. Thus for- 
ward export coal business has seriously 
declined since the New Year, and wool 
prices have lately become easier as a 
result of a falling-off in Continental 
buying.” 


FRANCE 


Interest has centered for some time 
in the probable success of the sixty-year 
10,000,000,000 francs loan, one-half of 
which was offered a short time since 
and promptly subscribed. The loan 
was issued at 981/, and will be redeem- 
able in semiannual installments, begin- 
ning this year. With the foreign trade 
movement unfavorable and difficulties 
in finding fresh sources of taxation, it 
has been decided by the government 
to leave the budget unbalanced. Ex- 
penditure is estimated at Frs. 50,400 
million, revenue at Frs. 46,800 million 
inclusive of Frs. 1700 million to be 
obtained through economies and fiscal 
“readjustments” yet to be voted. There 
remains a gap of Frs. 3600 million to 
be filled by loans. The government's 
argument is that to impose further 
burden on the public to the order of 
that amount would produce unrest, that 
in any case the amount in question cor’ 
responds to the annual sinking-fund 
charges, so that to borrow it means no 
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increase of the debt, and that it may 
well happen that revenue will give a 
better yield than that for which it is 
set down. 

The deficit in foreign trade con- 
tinues to grow and amounted to 2,200,- 
000,000 francs for the first two months 
of the year as against 1,200,000,000 
for the corresponding period of 1932. 
The government has given additional 
evidence of its intention to restrict 
imports. It is proposed to raise the 
tariff on a large number of items, and, 
pending passage of necessary legislation, 
the items affected will be subject to 
quotas equal to imports from the 
various countries during the correspond- 
ing period of 1932. Other restrictions 
are either contemplated or have actually 
been adopted. 


GERMANY 


The complete triumph of the Nazi 
party under the leadership of Chancel- 
for Hitler is the outstanding event in 


Germany. His policy, as outlined by 
the Berlin correspondent of The Statist, 
of London, is as follows: 
“Determination seems to be behind 
the plan conceived by the new National 
Government for Germany's economic 
resuscitation. The Chancellor elabo- 
rated no program in the declaration be- 


fore the Reichstag of the policy he had 
resolved to pursue, but he defined 
clearly the principles on which the 
policy would be based. He announced 
that property is to be recognized and 
respected, that every possible encour- 
agement will be given to private initia- 
tive and private enterprise in industry 
and trade, that bureaucratic state con- 
trol in production and in business will 
be avoided, that the administration 
of the nation’s affairs will be conducted 
with the most rigid economy, that the 
system of taxation will be reformed, 
that the stability of the currency will 
be ensured and that the German 
farmers will be put on their feet again. 

Herr Hitler has declared that two eco- 
nomic tasks must be taken in hand at 
once: the German farmers must in all 
circumstances be rescued, and the army 
of unemployed persons must be em- 
bodied in the production process. The 
Ministry for Economic Affairs an- 
nounces that its trade policy will be 
based on the conviction that it is im- 
possible to increase exports until do- 
mestic consumption has been stimulated, 
and it asserts that the real cause of 
the industrial crisis is the effect pro- 
duced on the purchasing power of the 
home market by the collapse of the 
purchasing power of the farming popu- 
lation. 
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Local confidence in German securities 
has been increased by the change in 
the government, and there has also 
been some revival of trade. Recession 
in industry has been bolted, and the 
outlook generally is improving. 

Dr. Luther, who has been appointed 
as Ambassador to the United States, 
is followed by Dr. Schacht as Governor 
of the Reichsbank, the latter returning 
to his former position. On assuming 
his position Dr. Schacht declared: “It 
is not possible to direct a note-issuing 
bank except in harmony with the 
political principles of the government.” 


ITALY 


While conditions in Italy have been 


somewhat less favorable in recent 
months, the change is attributed more 
to the American crisis than to local 
conditions. _ Unemployment has _in- 
creased, but is expected to decline as 
the agricultural season advances. An- 
nual company reports show better re- 
sults for 1932 than were expected. 
Earnings of the larger banks averaged 
about 20 per cent. below those of 1931 
with dividends from 5 to 12 per cent. 
below. Government finances show no 
marked change, with the budget deficit 
of 2,250,000,000 lire slowly increasing. 
The gold reserve of the Bank of Italy 
against all sight obligations has risen to 
over 50 per cent. while the metallic 
gold cover against currency in circula- 
tion amounts to more than 48 per cent. 
Exchange has been stable, and the 
bank holiday in the United States had 
little effect on the situation, although 
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it retarded exchange movements for 
some days. The bourse is more active, 
with the general list gaining slightly 
and bonds still very high. 


POLAND 


Government revenues for the eleven 
months ending February 28, 1933, to: 
talled 1,838,708,000 zlotys and expendi- 
tures 2,039,418,000 zlotys, leaving a 
deficit of 200,710,000 zlotys, accord- 
ing to official figures of the Central 
Office of Statistics. Revenues from taxes 
aggregated 899,271,000 zlotys; from 
miscellaneous administrative sources 
325,313,000 zlotys; state enterprises 
39,519,000 zlotys; and from monopolies, 
574,605,000 zlotys. Administrative ex- 
penditures totalled 2,033,251,000 zlotys. 
and expenditures of state enterprises 
6,167,000. The budget for the fiscal 
year ending March 31, 1933, estimated 
revenues of 2,451,917,000 zlotys and 
expenditures of 2,377,357,000 zlotys. 
Actual revenues during the eleven 
months period amounted to 75 per 
cent. and actual expenditures to 82 
per cent. of the budgetary estimates. 

Total commercial exchanges of Poland 
with foreign countries amounted in 
1932 to 1,945,782,000 zlotys, imports 
being valued at 861,981,000 zlotys and 
exports at 1,083,801,000 zlotys, while 
the favorable balance of trade amounted 
to 221,820,000 zlotys. In comparison 
with 1931 the total turnover decreased 
by 1,401,058,000 zlotys (42 per cent.), 
the decrease of imports being 606,262, 
000 zlotys (41 per cent.) and of ex- 
ports 794,796,000 zlotys (42 per cent.). 
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The favorable balance of trade dropped 
by 188,534,000 zlotys (45 per cent.). 

The aggregate balance sheet of the 
fifty-five joint stock banks and five 
leading private banks of Poland shows 
that during 1932 their business turn- 
over was considerably reduced. An 
examination of the aggregate balance 
sheets month by month reveals, how- 
ever, a change in banking conditions 
during the middle of 1932. Thus, 
while during the first six months of 
that year there was a shrinkage in the 
volume of credits, resulting principally 
from a decrease of deposits, the second 
half of the year was marked by a 
slight increase of the latter item. 
Credits, on the other hand, continued 
to drop until the end of the year, 
which fact is the result not of a policy 
of credit restrictions, but of the con- 
tinued drop of turnover resulting from 
the business depression. ‘Total deposits 
in the above banks amounted at the 
end of 1932 to 903.7 million zlotys as 
against 1045 million a year before. 
Important savings were made in the 
overhead expense of the banks, which 


totalled 63.6 million as against 83.5 
million in 1931. 


FINLAND 


From an article by Verner Lindgren 
in the Monthly Bulletin, issued by the 
Bank of Finland, the following in- 
formation is taken regarding the foreign 
trade of that country. 

Foreign trade experienced a setback 
in most countries in the course of last 
year, but this general tendency did not 
affect Finland. In volume its foreign 
trade was, indeed, nearly 4 per cent. 
less in 1932 than it had been in the 
previous year, but its value increased 
during the same period by approxi- 
mately 2 per cent. 

In regard to imports, however, it 
may be said that they were again very 
restricted during 1932. Comparatively 
large amounts of foreign currency were 
necessary for the redemption of short- 
term foreign indebtedness, the rates of 
foreign exchange rose, imported goods 
~-expressed in Finnish currency—grew 
dearer and were consequently in 
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smaller demand. The total volume 
of imports was about 13 per cent. less 
than during the previous year, but their 
value was reduced at the same time 
by not quite 1 per cent. 

The high prices of imported goods 
did not prove to be the deciding factor 
for the general level of prices and the 
cost of living in Finland, which actually 
changed very little. By this means Fin- 
land retained the ability of competing 
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successfully in its export markets. 
Exports increased in volume last year 
by fully 5 per cent. and in value by 
nearly 4 per cent. 

The indicated course of Finland’s 
foreign trade—i.e., the increase of 
exports and the reduction of imports— 
created a balance of tr-de for last year 
that was even better than for 1931. 
The surplus of exports increased, in 
round figures, from 1000 million marks 
to 1200 millions. This figure is un- 
precedented in the foreign trade of 
Finland. And, if it is considered that 
Finland’s net foreign expenditure for 
the redemption of long-term credits and 
for interest in 1932 totalled about 
900 million marks, while the net in- 
come from freights, insurance, etc., at 
the same time amounted to something 
like 400 millions, it will be realized 
that such a contribution of 1200 million 
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marks was of extraordinary importance 
for the country’s foreign balance of 
payments, greatly improving the possi- 
bility of maintaining the value of the 
Finnish currency. 


ARGENTINA 


The First National Bank of Boston 
has received the following report from 
its branch in Buenos Aires, Argentina: 


January 1933 


22,000,000 
2,005,000,000 


February 1932 


30,213,000 
2,114,734,000 


Decreased foreign trade for the first 
two months shows a favorable balance 
of 55,000,000 paper pesos, compared 
with 108,000,000 a year ago. The 
American bank moratorium only slightly 
affected Argentine business. It is 
rumored that the Argentine mission to 
London is agreeing to earmarking a 
percentage of exchange for Britain. 
The February combined bank statement 
shows deposits down 8,000,000 paper 
pesos, loans down 10,000,000, cash 
down 1,000,000 cash reserve 24.1 per 
cent. 


NEW ZEALAND 


The entire internal debt of the New 


Zealand government, amounting to 
£115,000,000, will be converted to 4 
per cent. bonds. A further measure 
authorizes all local bodies of the Domin- 
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jon to convert their bonds to 41/4, per 
cent. interest bearing securities. Of 
the £115,000,000 involved, it is esti- 
mated that approximately £45,000,000 
was being held by various government 
departments, and the balance, £70,000,- 
000, was in the hands of 70,000 private 
holders. The conversion bill provides 
that conversions not made voluntarily 
will be considered as converted by the 
government. 


THE SWEDISH BANKS IN 1932 


No banks failed in Sweden in 1932. 
In spite of the fact that a total sum 
of 200,000,000 kronor was written off, 
the majority of the banks paid dividends. 

Thus the Stockholms Enskilda Bank 
(private bank of Stockholm), operated 
by the powerful Wallenberg group, had 
a net profit in 1932 of 7,975,943 as 
compared to 7,620,000 kronor the year 
before. The write-off for last year 
amounted to 6,920,210 kronor against 
6,500,000 kronor in 1931. An un 


changed dividend of 15 per cent. was 


voted. The sum of 24,195,833 kronor 
is at the disposal of the board, which 
proposes to place 16,635,833 on the 
1933 profit and loss account. 

Another important Stockholm bank, 
the Swedish Bank of Commerce 
(Svenska Handelsbanken), reported a 
gross income of 20,608,165 kronor, as 
compared to 17,580,000 kronor in 
1931. The write-off for 1932 was 
14,459,031 against only 5,320,000 
kronor the year before. Together with 
1,482,397 kronor remaining from the 
profit and loss account of 1931, a sum 
of 7,631,530 kronor is placed at the 
disposal of the Board of Directors. The 
proposed dividend was reduced from 12 
to 6 per cent. 

The even more eagerly awaited report 
of the Skandinaviska Kredit A.B., of 
Stockholm, reveals that the gross in- 
come amounted to 22,250,000 kronor, 
or practically the same as in 1931. 
This sum, together with other available 
means outside of the reserve fund, 
which total 20,770,000 kronor, or to- 
gether 43,020,000 kronor, fully covers 


SIX WEEKS 
INTENSIVE 
COURSE 


Special classes for travelers and those 
who wish rapid training—the equiva- 
lent of four months’ regular study. 
French, German, Italian, Spanish or 
Russian. Private or class. 
evening. 


SCHOOL OF 
BERLIT Ztanavaces 
39 West 34th Street, New York PEnn 6-1188 


BALTIMORE 511 Cathedral St. 
SS EER ene 140 Newbury St. 
CHICAGO........ Auditorium, 56 E. Congress St. 
DetrRoI!t.. 820 David Whitney Bldg. 

56 Williams St. 
PHILADELPHIA....Elrae Bldg., 226 S. 15th St. 
WASHINGTON.............+.. 1115 Connecticut Ave. 
I icccccncssincessncrcesvennesinacties rado 62, altos 


Day or 


Attend our Free Conversation Circles 
meeting every Wednesday at 4 P.M. 


the losses on loans as well as the 
necessary write-down of the security 
holdings of the bank and of its affili- 
ated companies to or below the present 
market rates. 

In view of the difficulty during the 
present conditions in estimating the 
value of certain assets the board of 
directors of the Skandinaviska Kredit- 
aktiebolag has decided to provide for 
further writings-off, especially on in- 
dustrial holdings, by reserving an extra 
delcredere amount of 50,000,000 kronor 
in addition to the first-mentioned sum 
of 43,020,000 kronor. For this pur- 
pose the bank has taken 50,000,000 
kronor from the reserve fund of the 
bank, which, however, after this reduc- 
tion still amounts to 44,800,000 kronor, 
a sum exceeding one-half of the bank’s 
capital stock, and thus a legally fully 
adequate amount. 

The Gothenburg Bank announced 
that no dividend would be forthcoming, 
and reports that a sum of 34,600,000 
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has been set aside for writings-off and 
eventual further losses. To make up 
this amount the bank will use the gross 
income for 1932 which was 6,030,000 
kronor (7,420,000 kronor in 1931), 
3,270,000 kronor of the profit and loss 
account, and 4,000,000 kronor out of 
the so-called disposition fund. Further- 
more it will take 21,000,000 kronor 
from the reserve fund, of which there 
now remains 10,000,000 kronor. The 
bank is capitalized at 47,750,000 kronor. 

Of the smaller banks the Stockholm 
Mortgage and Guaranty reduced its 
dividend from 15 to 1314 per cent. 


INTERNATIONAL 


From the annual report of the Bank of 
Japan it is learned that the net profit of 
that institution for the year 1932 was 
22,982,446 yen, which was an_ increase 
of 12,960,613 over the preceding year. 


James GREENHILL has been appointed as 
a joint general manager of the Westminster 
Bank, Limited, London. He was, prior to 
this appointment, manager of the Lothbury 
office of the bank. Viscount Cranbourne 
was recently elected as a director of this 
institution. 


(above percentages compiled from official figures 
of Superintendent of Banks---September 30, 1931) 


items drawn on this country. 
can materially 


are 





and reports a net income for 1932 of 
2,300,000 kronor as compared to 3,460, 
000 kronor the year before. With 
1,710,000 kronor remaining on the 1931 
profit and loss account, a total sum of 
4,010,000 kronor is at the disposal 
of the board. 

At the same time it is important to 
mention that the 481 savings banks 
in Sweden increased their deposits in 
1932 by more than 90,000,000 kronor 
and that the total sum of the accounts 
in these institutions passed the 3,000, 
000,000 kronor mark. 


BANKING NOTES 


THE annual report of Skandinaviska Kredit- 
aktiebolaget for 1932, in referring to 
amounts written off on debts and _ trans 
ferred to the contingency funds and special 
reserves, says: ‘These measures have en- 
abled the bank to cover all ascertained losses, 
to book the loans granted on the security 
of shares at figures corresponding merely 
to the value of the pledges and to book 
other credits, including industrial engage- 
ments, at figures which the directors, so 
far as can be judged from the present eco- 
nomic conditions, regard as quite safe.” 
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Current Conditions in Canada 


present business conditions, is being im- 
posed, so arranged as to avoid, as far as 
possible, impediments to trade. 

Business in Canada continues at a slow 


The Business Summary of the Bank 
of Montreal comments as follows on 
the governmental budget and the gen- 
eral business outlook: 


The Minister of Finance in his budget 
speech delivered on March 21 sounded a 
note of confidence in the financial stability 
of Canada despite unfavorable world con- 
ditions and their adverse reaction on do- 
mestic trade, industry and business activities. 
In the fiscal year now closing there was a 
deficit on ordinary account of $53,000,000, 
and of a like amount in connection with 
the Canadian National Railways. These, 
together with expenditures on special ac- 
count, chiefly for unemployment relief and 
wheat bonus, of $38,000,000, and a capital 
expenditure of $11,000,000, result in a 
total addition to the national debt of $156,- 
000,000. Notwithstanding drastic economies, 
it is estimated that shrinkage in revenue 
would involve on present rates and yield, 
a deficit on ordinary account of $68,000,000 
in the year beginning April 1. To measur- 
ably meet this situation and move to a 
balanced budget, new taxation, estimated to 
produce at least $70,000,000 on the basis of 


pace in all departments. Car loadings, bank 
clearings, note circulation, building con- 
struction show no increase. The wheat 
market may, however, be thought to give 
promise of better things, May wheat having 
reached higher prices in Winnipeg and the 
statistical situation being better than a year 
ago. Other farm products, such as live- 
stock and butter, have also moved up in 
price. 


The Monthly Review of the Bank of 
Nova Scotia calls attention to the recent 
banking crisis in the United States, and 
expresses the opinion that its repercus- 
sions are likely to be far-reaching. 


Within the past few months the logic 
of events has brought into being a situation 
such as probably never before existed in 
time of peace. A series of dramatic events 
deprived the richest nation in the world, 
for the time being, of its banking facilities. 
Occurring at the moment when one admin- 
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istration was letting go the reins of office, 
and another administration preparing to take 
them up, the crisis could scarcely have 
arisen at a more difficult juncture. 

Since the world is one, since the reper- 
cussions of every crisis, no matter where 
it is reached, are felt in every corner of 
the globe, it follows that the citizens of all 
countries have a vital interest in this great 
financial disturbance and in the measures 
that are now being taken to cope with it; 
and there could be no greater mistake today 
than to regard it as being the direct concern 
of the United States only. 

The character of its influence upon com- 
modity prices, upon the volume of inter- 
national trade, upon the relations of cur- 
rencies to one another and upon the 
personal habits of the countless individuals 
affected, we cannot yet determine. The 
time has not arrived for measurement of 
the changes involved—which are, in any 
case, likely to be far-reaching. 

In the meanwhile, Canadians are conscious 
of two emotions—warm admiration for 
the fortitude with which a trial so sharp 
and unexpected was faced by rich and poor 
alike in the United States—of mingled 
pride and satisfaction, that their own finan- 
cial machinery has continued to function 
ong, without interruption for a single 
our. 


General conditions are seen by the 
Monthly Commercial Letter of the 
Canadian Bank of Commerce as fol- 
lows: 


While general business is still on a level 
well below that of the first part of 1932, 
seasonal influences and the recent rise in 
agricultural prices have caused a slightly 
more bouyant tone and fresh activity in 
several industries which were at a low 
ebb in February and the first half of March. 


Farmers are approaching their spring work 


with greater confidence and efficiency as a 
result of further economies in their 
operations, better agricultural practice (in 
one way by the selection of good seed) and 
the improvement in the prices of their 
products. This last development is of 
course the most important and has such 
interesting incidental factors as to call for 
some detailed comment. 


The signs of greater industrial activ. 
ity are belated and do not indicate any 
quick recovery from the ground lost 
in February and the early part of 
March. 


Steel production of the former month 
was less than half that of February, 1933, 
reflecting in part the temporary suspension 
of operations, except on a maintenance 
basis, of one of the major plants. Auto 
mobile production was also low, about 40 
per cent. less than in the like month last 
year; notable features in this case, however, 
are that retail sales since the first of the 
year have been more in line with the 
number of cars and trucks on the market, 
and that the seasonal expansion now under 
way may be extended somewhat. The usual 
mid-winter decline in newsprint production 
was more pronounced than a year ago, 
while the usually sharp upturn in the 
spring has been interfered with this year 
by a decline in American consumption 
(some newspapers in the United States were 
considerably reduced in size during the 
banking holiday), an accumulation of stocks 
and uncertainty regarding the future price. 
The Pacific Coast lumber industry continued 
in February its poor production record, with 
a cut 50 per cent. below that of the cor 
responding month, of 1932, but recent 
reports indicate a rising scale of operations. 
The building and engineering trades face 
a lean period at the very beginning of more 
seasonable weather for construction, as the 
March contracts awarded were again com 
paratively small. The secondary industries 
have enjoyed a more active demand for 
their products during the past month, but, 
while a number of individual plants had 
full-time production schedules, the general 
record has been somewhat less favorable 
than a year previous. 

Despite the new difficulties with which 
industry has recently had to contend, em: 
ployment in the large field covered by the 
Dominion government's reporting service de- 
clined less precipitately in the last quarter 
than in the corresponding period of 1932, 
owing, in part, to an increasing tendency 
among employers to spread as far as possible 
all available work. 

Railway freight traffic, although now about 
15 per cent. smaller than a year ago, has 
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Bankers Guide Book 


By W. R. Morenouse 


is just off the press 


1072 pages 136 chapters 


Over 4000 questions and answers 
on banking, of which 1500 are 
legal with citations 


Acclaimed the most useful book of general 
interest to bankers ever written 


THE author needs no introduction to readers of THE BANKERS MAGAZINE. 
Mr. Morehouse is the author of seven books on banking—among them the 
original Bankers Guide Book, purchased by 22,000 banks. Now comes the 
new Bankers Guide Book with over three times as many pages (1072 to be 
exact) and it “fits the pocket.” 


AN introductory edition will sell at $5 a copy (less than 4 cent a page) then 
the price goes up to $10 (less than 1 cent a page). 


We have a limited number of copies of the introductory $5 edition set aside 


for immediate delivery. Send us your order now and save $5. 


BANKERS PUBLISHING Co., 
Book Dept.—465 Main St., Cambridge, Mass. 


Please send me, postpaid, a copy of the new “‘Bankers Guide Book,” for which I will 
send you my check for $5 on receipt of your bill. 


Name..... 
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BANKERS INVITED 


FOREIGN BANKS ARE INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with five 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 


not been quite so irregular as in the first 
three months of 1932; the seasonal down- 
turn was comparatively slight during the first 
half of the current quarter, while the suc- 
ceeding upturn was, contrary to the move- 
ment in the like period of 1932, sufficient 
to bring car-loadings close to the level of 
the first of the year. 

Foreign trade has suffered a sharp decline, 
although providing a continued surplus of 
exports over imports. The available official 
returns cover the trade for only the first 
two months of the current year, but the 
March figures may be assumed to have been 
in line with the previous trend. Taking 
those for January and February, the physical 
volume of imports fell by about 27 per cent. 
and that of exports by 15 per cent. On 
the latter side, the noteworthy features were 
a slight increase in exports of farm products 


and a sharp decline in the foreign sales of 
wood products and non-ferrous base metal 
products, chiefly copper. 


The index number of wholesale prices 
in Canada turned upward in March 
to 64.4 as compared with 63.3 in Febru- 
ary. This was the first increase since 
September, 1932, and the most substan- 
tial advance since August, 1929. The 
index is based on the year 1926. Of 
the 502 quotations included, 91 were 
higher in March, vegetable products 
increasing from 50:8 to 52.1, animals 
and animal products from 55.8 to 58.2, 
non-ferrous metals from 58.3 to 59.8, 
and chemicals from 82.4 to 82.6. 


“The first truth is that there is more hope this time 
for our making headway in overcoming the world’s crisis, 


because you people have taken the initiative. 


it in a few plain words. 


Let me put 


The Americans won the war. 
They have to make the peace. 
“The second truth is this: 


Many people are trying 


to convince you that the present economic crisis is based 


on economic reasons. 
is a moral one. 


Don’t you believe them. Our crisis 
Economic well-being will only return if 
a fair chance is given to every one. 


Instead, all forces are 


used to keep down the defeated. He is asked to pay but 


not allowed to earn. 


“Here is a third truth: Don’t try to cure the disease 


at the symptoms. 


Remove the cause. 


Monetary changes, 


tariff machinery and similar methods may ease the feeling 
for a while, but more is needed. There are two ways out. 
One is separation from each other, leading to lower stand- 
ards of living. The other is international co-operation for 
opening up new markets. Here is our choice. Separation 
and poverty or co-operation and prosperity..—-Dr. Schacht 
on his arrival in America. 
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A MONTHLY DEPARTMENT DEVOTED TO BANK ARCHITECTURE 
AND MODERN BANK EQUIPMENT 


Shall the Depositor Pay the Freight? 


By H. E. WYMAN 
Bank Service Manager, A. E. Martell Company 


drove up before a large and over- 
built hotel in an Eastern city. A 
liveried doorman opened the door, called 
at least two bell boys, and a man to 
take the car across the street. Inside 
there was an attendant at every turn. 
The management attempted to satisfy 
every whim, yet but little of this service 
was demanded or even desired. The 
rate, while necessarily high, was such 
that the hotel was only half filled and, I 
understand, is playing a losing game. 
Now for the analogy between the 
hotel and the average bank. When the 
boom was on, banks remodeled or re- 


See months ago my wife and I 


built, and added service upon service. 


Notwithstanding these increased  ex- 
penses, the earnings provided handsome 
profits. The public was urged to avail 
itself of all banking facilities to the 
limit. 

And then came the turn. The income 
from the investing and handling of 
securities was gone, deposits dwindled, 
and bankers hesitated to make loans, yet 
expenses kept up. What was to be 
done? Three distinct attitudes were 
taken. 

The first group said, “We shall wait 
for the return to normalcy.” They 
meant, for the return to boom days. 
They are still waiting, though many 
are on the outside of closed doors. 

The second group thought, “We 
cannot conduct business as we are now 
doing it. It is for the depositor to pay 
the expenses and our profits besides.” 
They turned to the service charges and 
added charge after charge until the poor 
goose, which was supposed to have laid 
the golden egg, died moulting. 

The third group faced the situation 
498 


squarely, and reasoned like this: “We 
have constructed a banking house more 
elaborate than is necessary for our im- 
mediate needs, and must carry this ex- 
cess cost against the return to prosper- 
ity. We cannot expect our depositors to 
carry all this additional burden. We 
shall eliminate every de luxe service. 
Those services essential to good banking 
should be paid for by the. depositor.” 
This group has taken the sane attitude. 

The application of the service charge 
for drawing against insufficient or un- 
collected funds has so applied the brakes 
to this nuisance that this charge is now 
common practice. 

The service charge for checking ac- 
counts brings out about as many views 
as there are bankers. After talking 
with several hundred bankers in more 
than a dozen states, the writer considers 
the three following plans as most prac- 
tical. All may be used in the same bank 
if desired. 

The first plan calls for the Minimum 
Balance Service Charge, which should 
be applied when there are a large num’ 
ber of small accounts with little activity. 
It is easily maintained and produces 
considerable revenue. 

The second plan calls for the Meas 
ured Service Charge. It should be ap- 
plied to the bulk of the accounts. This 
charge will work to advantage and be 
fair to all, provided it is not applied to 
the more active accounts, as explained 
in the last plan. 

One method of application is as fol- 
lows: One check is allowed for every 
$15 of deposits above $75 with a mini 
mum charge of 75 cents. For example, 
A’s account has a minimum balance of 
$90. Deducting $75, he is allowed one 
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free check. He draws fourteen, making 
thirteen excess checks, which, at five 
cents each, cost 65 cents. A’s account 
will therefore be charged 75 cents. 

B’s account has a minimum balance 
of $165, allowing six free checks. If B 
draws twenty-six, he will be charged 
for 20 at five cents each, or $1.00. 

C has a balance of $270. On accounts 
with a minimum balance of $200 there 
is no 75 cent charge. After the $75 is 
deducted, he is allowed thirteen free 
checks. He draws twenty-six, or thir- 
teen excess checks, on which he pays 
65 cents. There are other methods and 
rates used in applying the measured 
service charge. 

In the first and second plans the 
minimum rather than the average bal- 
ance is used. This saves considerable 
labor. 

The third plan calls for Cost Analy- 
sis. This plan covers accounts on which 
interest is paid, accounts with large 
balances and those showing considerable 
activity in either deposits or withdraw- 
als. While no one method is perfect, 
the following outlined procedure is 
simple to operate, easy to understand, 
and produces results. 

In a bank of 3600 commercial ac- 
counts, probably three-quarters of them 
may well be handled on the measured 
service plan. The 900 to be analyzed 
may or may not all be started at one 
time, but, when started, a card should 
be set up for each. This card may be 
similar to that shown in cut on page 
499. It measures 12” wide by 91/.” high, 
is suitable for filing in a standard post- 
ing tray, covers a full year’s record and 
affords all information necessary to the 
determination of the cost of carrying 
the account. 

Preliminary to cost analysis, banks 
should educate depositors to enter the 
name of the city on the deposit slip. 
Then, after the deposit slips have been 
posted, the computation for the analy- 
sis clerk is a simple and rapid operation. 
The calculating machine could be used 
for reducing to one-day terms. 
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Example 


$250 drawn on a two-day point.... 
150 drawn on a three-day point.... 
110 drawn on a five-day point.... 


Total float 


The total float is entered each day 
together with the number of checks de- 
posited. The number of checks drawn 
should be entered at the end of the 
month when the checks are counted and 
returned with the statement. 

It is not necessary in analysis work 
to take cents into consideration; most 
banks prefer to list amounts in multiples 
of even ten dollars, thus facilitating 
more rapid calculation. 

There are two methods of entering 
ledger balances. The first method is to 
enter such balances daily from the offset 
depositor’s ledger sheet. (See cut on 
page 499, entries under January.) At 
the end of each month the calculating 
machine may be used to compute the 
gross total of the month’s balance. For 
the days on which the balance has not 
changed, that for the day previous is 
used. As cents are not used in the com- 
putations elsewhere, one cent is added 
to each day’s balance when listing. 
When the listing for the month has 
been completed, the total of the cents 
column should equal the number of days 
in that month, thus proving that the 
total number of daily balances has been 
correctly taken. This total (minus the 
cents, which have now served their pur- 
pose) is entered at the foot of the bal- 
ance column. 

In the second method it is necessary 
to wait until the close of the month, 
when the card may be inserted in the 
adding machine and the daily balances 
(taken either from the ledger or from 
the detached balance stub of the de- 
positor’s statement) may be listed at 
one operation. (See cut on page 499, 
entries under February.) 

After the gross totals of ledger bal- 
ances and float are obtained, these are 
divided by the number of days in the 
month and the results entered at the 
foot of the card. The difference between 
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Advertising Service for Banks 


Write for details 


ELLIOTT SERVICE CO., INC. 
242 West 55th St. New York 


the results is the average collected bal- 
ance. 

In obtaining interest balances (used 
when computing interest paid the de- 
positor) due regard must be taken of 
Free Balance and Loan Deduction. Loan 
Deduction is the minimum amount 
which the bank requires the borrower to 
keep on deposit during the life of the 
loan and upon which no interest is paid. 

Average Balance to Date is the ac- 
cumulated average balance and is valu- 
able for reference. Average Collected 
Balance, minus the amount of Reserve, 
is that amount which the bank has avail- 
able for loaning purposes, or the. Loan- 
able Balance. Loanable Earnings rep- 
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LOCKER 
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counter or 
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Write for further particulars 


THE MOSLER SAFE CO. 


New York Office: 
373 BROADWAY 


Factories: 


HAMILTON, OHIO 


resents the amount of income, computed 
on a percentage basis, which the bank is 
able to obtain from its Loanable Bal- 
ance. 

Next should be entered the expense 
of handling the account, which includes 
cost of checks deposited, cost of checks 
paid, loan expense, special check books, 
cost of handling payroll cash, and items 
of like nature. The sum of these items 
is then entered as Total Expense, and, 
when it is subtracted from the Loanable 
Earnings, the result shows the profit or 
loss on that account. 

Some banks make a charge for each 
deposit. This often makes the depositor 
feel that he is being penalized for mak- 
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ing a deposit, and the charge might 
better be covered in some other manner. 

There is considerable controversy 
among bankers as to the advisability of 
making a blanket or maintenance 
charge (frequently from 15 to 20 cents) 
against each account to cover the cost of 
handling the account whether active or 
not. There is also a “size charge” of 
from perhaps 15 cents to 20 cents per 
thousand dollars of deposits to cover 
general overhead expense. If these de- 
posit, maintenance and size charges are 
not made, the rate for handling checks 
should be increased slightly. 

In order that the bank may make a 
fair profit on its operating costs, one of 
three methods may be used: making a 
“Deficiency Charge,” that is, charging 
interest on an amount by which it 
would be necessary for a depositor to 
increase his account in order that the 
bank should make a profit; deducting 
all reserve so that any income from re- 
serve would accrue to profits on capital; 
slightly increasing the rate on checks. 

In figuring the cost of checks de- 
posited some bankers list separately 
Checks Drawn on Us, Clearing-House 
Checks and Out-of-Town Checks. This 
requires additional work. It will gen- 
erally be found that the classification of 
checks deposited by a given customer 
will vary but little from month to 
month, and an average cost may be de- 
termined for depositors whose checks 
are out of the ordinary. 

The card shows at a glance whether 
the bank can afford to pay interest on 
an account, whether that account shows 
a profit or a loss and just what service 
charges should be made. We should 
make provision for those very few de- 
positors whose checks are not safe to 
honor unless actually collected. For 
those few, a float chart may be set up 
and filed with the analysis card. This 
chart, with the float key, may also be 
used to obtain true or available balances 
with correspondents. 

While the illustration on page 501 
shows the computation of the true or 
available balance with a correspondent 
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bank, it will answer our purpose if we 
consider the Corn Exchange as one of 
our depositors. We wish to obtain the 
actual collected balance of their account 
on November 11. The checks deposited 
are entered under the day’s float. (Al- 
low time for notice of unpaid items if 
considered necessary.) Thus $16,730 is 
the new float for November 11. By 
placing the key in position, as shown by 
the shaded portion, the items appearing 
in the “steps” are the items which have 
cleared; a total of $16,684. To the out- 
standing float at the close of the 10th 
we add the new float for the 11th, and 
subtract cleared items, leaving the out- 
standing float at the end of the 11th, 
$45,541. 

The method of obtaining the available 
or true balance is shown in the note. 
As no items clear on Sunday, it is neces- 
sary to add the items which would 
naturally clear on Sunday to those 
which clear on Monday. When out- 
standing items extend back into a prior 
month, it is necessary, in computing 
cleared items, to refer to the sheets of 
both current and previous months. 

When applying cost analysis to an 
account, it is advisable to analyze the 
account for several months before the 
charge is actually made in order to fur- 
nish comparisons. It is often feasible, 
after a few months’ computation, to 
make an arrangement with the indi- 
vidual depositor for a service charge 
commensurate with the already prede- 
termined average cost of handling his 
account, plus a reasonable profit. 

Cost analysis has already saved 
bankers thousands of dollars in the 
amount of interest paid. It has enabled 
the banker to bring before his depositor 
in an intelligent manner the actual cost 
of handling his account, and has thus 
put him in a position to obtain either a 
proper service charge or a balance suffi- 
ciently large to compensate. Whatever 
method is adopted, by all means take 
your depositor into your confidence and 
thoroughly explain to him just how you 
obtain the results and how he can co- 
operate in reducing the costs. Make the 
charge fair—but make it. 
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Ampere Bank and Trust Company, Ampere, N. J. 


architect. 





Charles A. Holmes, New York, 


Formerly of Holmes and Winslow. 





EQUIPMENT NOTES 


SKETCHES for interior alterations and vault 
changes for the Worcester Five Cents Sav- 
ings Bank, Worcester, Mass., have been 
completed by L. W. Briggs Co., architects, 
of that city. The remodeling work, how- 
ever, has not yet begun. 


THE National Cash Register Company of 
Dayton, O., recently resumed full-time opera- 
tions, affecting 3500 employes who had pre- 
viously been working half-time. New cash 
register models and reports from sales rep- 
resentatives reflecting increased business ac- 
tivity were responsible for this change, ac- 
cording to Edward A. Deeds, chairman of 
the board. 


A NEw vault for the treasury department 
to be built 20 feet below the present founda- 
tion, at a cost of $334,290, is to be con- 
structed shortly. The walls of this new vault 
will be 24 feet thick, filled with reinforced 
concrete sheathed in steel and iron. The 


York Safe and Lock Co. has the contract 


for the vault doors. 


RECENTLY destroyed by fire, the Peoples 
Bank building, McRae, Ark., is being rebuilt. 
The structure is being modernized, and will 
have large plate glass windows on the front 


and side, with the ventilation and light 
through the roof. Bandit-proof fixtures are 
also to be installed. 


A NEW, fire-protected posting tray cabinet 
developed by the Shaw-Walker Co. facilitates 
the handling of ledger records to a marked 
degree. Records need not be moved, and 
are constantly protected day and night. Re- 
sponsibility for their safe-keeping is no longer 
divided, and a great deal of confusion is 
eliminated. Records are kept in the cabinet, 
which, when closed, affords protection against 
both fire and water. With the cover opened, 
a lever raises the records to the most con- 
venient height for the operator. 
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ANOTHER branch of the National Shawmut 
Bank of Boston, Mass., was opened on March 
15, at 474 West Broadway, South Boston. 
This is the sixteenth branch to be opened 
in metropolitan Boston. The banking and 
safé deposit facilities and the protective de- 
vicés are all very modern and up-to-date, in 
keeping with the new offices, which are 
located in a new building built by the bank. 
The manager of this branch is Francis J. 
Hickey. 


ALTERATIONS of the First and Second Na- 
tional Bank and Trust Co., Oswego, N. Y., 
have recently been completed. 


MopERNIZATION of the fire damaged build- 
ing of the American Trust Co., Charlotte, 
N. C., has been completed under the direc- 
tion of C. C. Hook and W. W. Hook, 
architects. 


Pians for the remodeling of the Strouds- 
burg Security Trust Co., Stroudsburg, Pa., 
properties at Seventh and Main streets for 
its new quarters, have been placed before the 
board of directors. If the recommendations 
were accepted, work was expected to start 
in early April. 


AN ATTRACTIVE twelve-page bulletin has 
been received from The Mills Company, 
Cleveland, O., describing the new Syncro- 
Fit Metal partitioning method recently an- 
nounced by the company. 

The bulletin is profusely illustrated with 
both detail drawings and photographs show- 
ing the simplified construction, which enables 
the designer to obtain practically any de- 
sired architectural combination with less than 
two dozen standardized parts, and explains 
in detail the unique assembly method which 
permits complete assembly without bolts, 
screws or welding, and with no tools other 
than a hammer and screw-driver. 

Several thousand copies of the new bulle- 
tin have already been distributed and THE 
BANKERS MAGAZINE readers may _ secure 
copies by addressing The Mills Company, 
Cleveland, O. 


ALEXANDER Brown @& Sons, the oldest bank- 
ing house in America, have removed their 
Washington, D. C., offices across the street 
to 734 15th street, into new premises re- 
modeled to accommodate an up-to-date in- 
vestment banking office. 


Tue Bankers Trust Co. formally opened its 
new twenty-five story building at Wall and 
Nassau streets, New York, on April 10. 
This building, completed in less than two 
years, surrounds the original building of the 
bank, although the familiar pyramid tower 
still rises above the new construction. The 
opening of the new structure followed closely 
os thirtieth anniversary of the bank on 
April 7. ° 
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DESIGNED to expedite the handling of out- 
going mail in any bank mailing room is a 
machine developed by the Multipost Co., of 
Rochester, N. Y., which acts as an envelope 
sealer and postage meter indicia combined. 


A VACANT store window, decorated only by 
bank’s “For Rent” sign, does not leave a 
particularly cheerful or pleasing impression. 
Nor does it help the general business feeling 
of a community. In Joplin, Mo., the local 
savings bank found itself with a vacant build- 
ing on its hands and turned the store win- 
dows to a good purpose. It replaced the 
“For Rent” sign with an ingenious set of 
“Golden Goose Savings Bank for Children” 
advertisements—and, in so doing, reaped 
double benefits. 
—@— 


“STANDING ROOM ONLY” 
THe New York Public Library suffered a 


run on its publications dealing with finance 
during the bank holiday, when every morn- 
ing the “Standing Room Only” sign had to 
be posted over the entrance to the economics 
department. Books on the financial crisis 
of 1907, the use of scrip at that time, prob- 
lems of currency, clearing-house operation 
and the course of security prices in 1907 
were in special demand. Some readers knew 
exactly what books they wished to consult, 
but others had only a general idea of what 
they wanted, and for this latter class the 
library prepared a list of readable material 
for ready reference. 


TIN LIZZIE MONEY 


WHEN and if Henry Ford gets definitely 
hooked up with banking, perhaps he'll show 
us something about mass production of sound 
money.—American Banker. 


A REGULAR BANK 


Man at banking window, “Say, is this a 
regular bank or can you get your money out 


when you need it?”—Grand Rapids Herald. 
<i 


Two Georgia darkies were discussing the 
financial condition of the country. They 
didn’t agree. 

“You's all wrong,” one vociferated. “Dey 
ain't no money sho'tage. Ah asked mah 
bankuh is he out o’ money an he tuk me in 
de vault and showed me piles an’ piles o” 
money. An’, I says, could he let me have 
ies’ a little. An’ he says, sho’ he could. 
Has Ah any ocollat’'rul! An’ Ah _ hasn't. 
Now dat’s what's de mattuh wif dis country. 
Dey’s plenty o° money, but we'se jes’ runnin” 
sho’t on collat’rul."—The Bankers Monthly. 
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SOME OF THE TOPICS 
DISCUSSED 


* * * 


Surveys and analyses of the trust market 
as it exists today. 


The effect of the economic cycle on trust 
sales. 


How much is a given piece of trust busi- 
ness worth? Profit possibilities. Compari- 
son with other banking functions. 


Measuring the return from the advertis- 
ing and selling dollar. 


Sales plans and helps for the one-man 
trust department. 


Selecting, training, managing and paying 
salesmen. 


Prospect lists, follow-up systems, sales 
reports and mechanical helps to selling. 


Definite merchandising plans and the 
inter-relation of all sales elements. 


Practical sales ideas, appeals and points 
together with the use of graphs, figures 
and charts in selling. 


Ethical questions, investment practices, 
treatment of lawyers and insurance men 
tn relation to selling. 


Internal problems affecting the growth 
of trust sales. 


An extensively illustrated discussion with 
ideas and copy to assist in preparing 
and recognizing better advertising. 
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Toc is the only book ever published 


which takes up the whole sales problem 

of the trust department and _ discusses 
every phase and facet of this highly profes- 
sional function. It attacks the questions in 
their large sense as well as minutely and in- 
dividually. It takes its theme from conditions 
as they are today, and is thoroughly up to the 
minute. 


The various methods of determining the 
present value of each trust sale are analyzed. 
The organization and administration of the 
new business effort are discussed in detail. 
The development of profitable solicitation is 
exhaustively treated, as is also the trust officer's 
individual effort to get business. The trouble- 
some problems of lawyer and insurance co- 
operation are defined, and the less obvious 
points of trust ethics in relation to selling are 
carefully weighed. 


Advertising is approached with a view to 
making it more productive and less costly. 
Themes to use, ideas as to copy, thoughts on 
lay-out and media are concise and authorita- 
tive. How to prepare mailing lists, what to 
send, when to mail, what to expect from it 
and how to cash in on it are matters which 
receive their just emphasis. Co-relating all 
elements of advertising and selling into the 
most productive whole from a merchandising 
standpoint is graphically illustrated. 


The book contains dozens of graphs, charts, 
illustrations, tables, advertisements, mailing 
pieces, record forms; and teems from begin- 
ning to end with examples of successful prac: 
tices and plans. It should be read repeatedly, 
referred to, and become a text book for al! 
trust officers and their assistants when con- 
sidering the growth of their departments. It 
is invaluable to the seasoned solicitor, and a 
veritable gold mine of information to new 
salesmen. Advertising men will find it an 
inspiration in preparing copy. Directors and 
heads of banks will gain from it an authentic 
picture of the value of trust activity, and a 
gauge with which to measure the efficiency 
and soundness of the department's advertis- 
ing and selling technique. 


Price $5.00 
465 Main St., Cambridge, Mass. 
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A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Improving Bank Advertising Policies 


Written for THE BANKERS MaGazINE by a leading bank advertising man, this article is one 


of a series discussing improvements of bank advertising policies. 
These articles lay down no laws. 


will appear in an early issue. 


Another of this series 
But they do present, 


frankly and honestly, the individual beliefs and observations of bank advertising experts. 
As such, they will no doubt offer some valuable suggestions to many bank executives inter- 


ested in increasing their advertising efficiency. 


The articles will be published anonymously 


so that the personal expressions of the writers will not be associated with the institutions 


they represent.—Editor. 


have had a fine “going over” in 

the past three years and are con- 
tinuing to be examined under the 
microscope. Bank advertising, as one 
of the important elements in banking, 
is beginning to be scrutinized with 
great care. Bank advertising is a 
comparatively new field—little atten- 
tion was paid to it until the past 
twenty years. Depression or no 
depression, it was due to go in the 
shop at this time to see whether the old 
car would run another 40,000 miles 
or whether it should be scrapped in favor 
of a brand new shiny model with all 
the latest gadgets. 

Bank advertising developed in the 
“Golden Era”-—a period when “any- 
thing went.” It was more or less 
forced on the bankers, who because of 
their very nature could not fully under- 
stand it. A banker by nature and 
nurture is, or should be, a conservative. 
Often he is an_ ultra-conservative. 
When he isn’t in one of these classifica- 
tions, he is likely soon to become an 
ex-banker. His natural tendency is to 
hold together. He is accustomed to 
dealing with concrete facts and figures. 
What he can’t see he doesn’t under- 
stand. It is extremely hard for him 
to get beyond his facts and figures into 
a field that is based on dissemination 
and that for long had to depend on 
faith. 

I do not advance this theory as in 
any way derogatory to bankers. It is 
simply an acknowledgment of the fact 


Ths elements of business procedure 


that different men have different quali- 
fications, and the qualifications that fit 
a man to be a capable banker do not 
necessarily fit him for an entirely dif- 
ferent field. 

As a result, bank advertising, with 
certain outstanding exceptions, has not 
had a natural growth. It has been 
somewhat undernourished; but despite 
a tendency toward anaemia, self-con- 
sciousness and certain inhibitions, it has 
grown to a fairly healthy maturity. It 
has been tremendously influenced by its 
older brother, “Commercial Advertis- 
ing.” It was undernourished because 
the banker, distrusting it as a form of 
legerdemain, yet attracted to it through 
a sort of superstition, has begrudgingly 
appropriated less than necessary to 
supply its needs—all the while not sure 
that he wasn’t subsidizing a vice. 

This condition had two advantages. 
It held bank advertising apart from 
those elements of business that became 
fat through over-feeding. However, for 
one bank that spent too much for adver- 
tising, a hundred spent far too little. 
You can’t run an engine with a few 
pounds of steam, nor can you do an 
effective job of advertising without suf- 
ficient power. 

The second advantage is that through 
their being required to “eat soup with 
a one-tined fork,” it developed resource- 
fulness on the part of such intelligent 
advertising men as were drawn into 
the field. 

But that period is over and we face 
a “new deal.” Let us look at some 
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of the phases that will have to be con- 
sidered in connection with bank adver- 
tising as it enters this new era. At 
this point, much of the skepticism re- 
garding its fundamental value has 
vanished. Enough of the facts, figures 
and concrete experience that were lack- 
ing in the past are available to prove 
that it is a necessity to banking, not 
a fad. It is now more generally looked 
upon as an investment, not an expendi- 
ture. 

But let us not forget that today’s 
banker is fundamentally of the same 
mental make-up as was yesterday’s. 
He now recognizes that advertising has 
a value, but he does not now, nor will 
he ever, fully sense this value. Some 
of it he is still going to have to take 
on faith. This is important, for this 
lack of sympathetic understanding is 
one of the major bars to be crossed. 

We have, too, the “bogey-man” of 
incompetence or unfitness among men 
directing many banks’ advertising. In 
the years I have spent in the field, I 


have met many bank advertising men 
who understood the tools with which 
they were working—thinking men who 
coupled reasoning, skill and experience 


in perfecting their task. But I have 
met many times that number who were 
not, either by training, aptitude or 
disposition, fitted for the task; yet they 
were directing one of the most im- 
portant of the activities of their insti- 
tutions. More often than not they 
were bankers—not advertising men. 
Cashiers, assistant cashiers, presidents 
and vice-presidents doubling in brass— 
sincere but lacking aptitude and under: 
standing of a foreign field. 

Here let us pause to suggest that a 
skilled advertising man, familiar with 
his tools, is one of the most valuable 
assets a bank can possess. In outlining 
an advertising policy for a bank, the 
first step is to make certain that it will 
be directed by a competent advertising 
executive. Let not the brevity of this 
comment de-emphasize its importance. 

Too many budgets have been based 
on “How little can we get by with?” 
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In the new era they will be determined 
after a thorough study of “What must 
be accomplished and how much will 
be the minimum required to do it 
properly?” 

In the past too much thought has 
been concentrated on how to make a 
good-looking ad that would not trans- 
gress the supposedly sacred principles 
of financial advertising that reflected 
the marble columns, mahogany desks 
and the deep-piled carpet of the presi- 
dent’s office. All too often the adver- 
tising has been written for the edifica- 
tion of the directors instead of the 
persuasion of the prospects for bank 
service. It is time that the advertising 
be written for the people whom it is 
intended to influence. It must be kept 
in mind that the most brilliant minds 
in the advertising and commercial fields 
are urging the banks’ clients or pros 
pects to “spend,” not “save”—to “‘dissi- 
pate,” not “hold together.” If the call 
of the bank is to be heard, it must be 
penetrating or it will be drowned out 
by the sirens, loud-speakers and sweet 
music of those on the other side of 
the fence. 

Nor should the inter-relationship of 
advertising and merchandising be over’ 
looked. When the harvest is ripened, 
it must be gathered. The greatest waste 
in bank advertising has come from a 
failure to recognize this. Unless backed 
by sound selling, much of its value and 
effectiveness is lost. The space allotted 
to this article permits but this brief 
suggestion of a most important element 
in an advertising policy. 

Summing it all up, bank advertising, 
important to banks in the past, is in 
creasingly important today. It will be, 
perhaps, the most powerful force in the 
reconstruction of American banking. It 
is the key to profits. It is one of the 
chief means of maintaining confidence, 
for on it will rest a major part of the 
task of removing from the public’s mind 
many of the mysteries of banking. 
Understanding breeds confidence. It 
will, however, be utterly worthless un- 
less guided by hands that comprehend 
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the force with which they are dealing. 
Fortunate, indeed, is that bank that has 
these hands available. Fortunate the 
bank whose officers sense the value of 
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advertising and their personal unfitness 
to perform the job themselves, and so 
entrust this task to the specialist who 
does. 


HOW BANKS ARE ADVERTISING 


THE time has come when financial ad- 
vertising must say something. This has 
been urgently advisable before, but 
now it is flatly necessary. Large sums 
of money have been spent on space 
artistically filled up with the name 
of a bank, a few trite and meaningless 
phrases and perhaps a pleasing picture, 
all attractively arranged into a smooth 
layout. We have seen many expensive 
and extensive campaigns which did not 
convey a single positive idea to the 
mind outside of the fact that the bank 
existed, had been in existence for so 
many years and probably would continue 
to exist in the future. This sort of pub- 
licity may serve some purpose, but it 
represents an enormous waste of oppor- 
tunities really to accomplish something 
and a vast neglect of uncultivated 
potentialities in most cases. Today 
such advertising is apt to do more 
harm than good. People are reading 


bank advertisements because they say 
something, not just because they look 
pretty. 


THE Terminal National Bank of Chi- 
cago gives some definite information 
in its advertising and does not waste 
its space idly. For example, the bank 
issued one ad under the headline “IT 
COSTS SO LITTLE to Do Business 
With This Bank,” giving the schedule 
of charges for small checking accounts. 
Following this are given the hours dur- 
ing which the bank is open—these 
hours being particularly adapted to 
commuters’ convenience. The last line 
after the signature is a good parting 
shot: “Specializing in QUICK Service 
for People in a BIG Hurry.” The 
reader of an ad like this has learned 
something specific which may very likely 
be what he wants to know but would 
not take the trouble to dig out for 


Lets pull together | 
..t this great nation 
will endure as it has endured, 


will revive and will prosper’: 
Sonia 9 Kecsody 


MARCH 4, 1933 


THE MORRIS PLAN COMPANY OF NEW YORK 


LARGEST INDUSTRIAL BANKING COMPARY IN THE UNITED STATES 


The Morris Plan Company of New York has been keeping the message of the President 
emphatically before the local public by going on the billboards with this poster done in 


red, white and blue. 


This is the bank’s first venture in this media, and the venture was 
made because “the officers felt that such a message would be inspirational.” 


It should 


be “inspirational” to financial advertisers to see such a ready response to the call for and 
need of co-operative action on the bank situation. 
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A faith that 


THE AMERICAN PIONEERS HAD 
faith in themselves « faith in the future + faith in the country 
A FAITH THAT CONQUERED 
Courage, determination and a will to conquer are required 
to successfully follow a definite savings program. + + + 
A small amount saved systematically is the basis for success. 
++ Set up your financial goal and save systematically to 
reach it. ++ Start an account in any Bank of America branch. 


BANK of AMERICA 
S 


Bank of America (California) advertis- 
ing is going steadily forward, unphased 
by the holiday. A significant feature of 
this bank’s publicity is its agreeable ap- 
peals—always definitely positive and pro- 
gressive. It inspires confidence by show- 
ing its own unshaken faith and optimism. 
It does not negatively resort to inducing 
action by portentious warnings or threats. 
It wins widespread interest and comment 
because it presents dramatic and stimu- 
lating ideas that are pleasant to contact. 
Billboards are used as well as publication 
space. The illustration in the ad above 
is reproduced in eight-color posters with 
changing slogans, tying in with the news- 
paper advertising. 


himself. 


And, the more the public 
knows, the more intelligently it will 


act—and, of course, the intelligent 
thing to do is to bank at YOUR bank! 


ANOTHER approach used successfully 
by savings departments is that of sug- 
gesting what the depositor can do to 
help himself. The Camden Safe De- 
posit and Trust Company of Camden, 
N. J., offers these helpful hints with 
this little announcement attached: 


Our depositors tell us easy ways to save 
money. 

From time to time depositors tell us the 
secret of their success in saving money. 


With the hope that new ideas will appeal 
to others, we publish this advertisement. 
There will be more. Watch for them. 
An ad describing a decidedly practical 
method of saving is addressed “To 
Thrifty Women Who Like Bargain 
Sales” and tells how a_ housewife, 
whenever she makes a purchase at a 
price which represents a saving (a 
bargain), deposits the difference in her 
savings account. Not “high finance,” 
to be sure, but a bank will not hurt 
its dignity and may gain much business 
by getting down to the level of the 
ordinary person with simple, workable 
suggestions advanced in clear, convinc- 
ing terms. 


For the seventh consecutive year, Cali- 
fornia Bank of Los Angeles has issued 
its brochure, “The Deposit Liabilities 
of One Hundred and Fifty of the 
Largest American, British, Colonial and 
Dominion Banks.” This little booklet 
lists the banks in order, with the head 
office and deposit figures of each in 
United States dollars, and also gives 
the rates of exchange on which the 
amounts were computed. Enclosed is 
a brief digest of the tabulation. As 
such information is often in demand 
and is not very readily obtainable from 
many sources, the brochure brings a 
welcome bit of good-will service from 
the bank and is, therefore, excellent 
advertising. 


WirtH the termination of the bank 
holiday and reopening of sound banks, 
there was much informative advertising 
done by the institutions resuming busi- 
ness. The forms which this took were 
varied and enterprising. Announce- 
ments of a return to normal activities 
were made with impressive dramatics 
in many cases—some excellently done, 
and some quite amazing. One of the 
nicest pieces of work on this was done 
by the Northwestern National Bank 
of Minneapolis. This was an ad en- 
tirely devoid of banking statistics and 
any ballyhoo about the Northwestern 
National Bank. It was “A TRIBUTE 
to the Sporting Blood of the American 
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RICHMOND'S 
ORGANIZED CHARITY 





pa tradinon and spirit which still 


one; tull details on request 


FIRST AND MERCHANTS 
National Bank of Richmond 


John M. Miller, Jr. President 
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womonon fist GAS LIGHT 


Benjamin Hentrey was attacked 1 twenty years before New York's thirteen 
newspapers as a fraud, when he came to before Baltimore's, seven belore the fire 

the Hay Market Garden—an amusement known gas company, and four years be- 

park, to give an exhibition of his “inflam- fore London's famed Pall Mall wimewsed 

mable air” in 1803. Bur Richmonders the firs exhibition of street lighting in 

who saw it were wo umpressed that within Europe 

a few months Main Street, at Eleventh, 

was brilhantly lluminated by » huge gas 

lantern with many jets, supported by an 

octagonal tower forty feet high. 

Either wood or pit coal was 

used to generate the gas, which | 

was fed from a sull underground. | 


The cost of the innovation, however, was 
too much for the city fathers, and Main 
Street eventually lapsed back to 
the flickering ox! lampa, all 1853. 
Gas was the principal means of 
illumination when this bank wae 
Richmond's gas light was prob- | organized in 1865, and for more 
ably the fr in the entire word: | than twenty years ahterward 


FIRST AND MERCHANTS 
National Bank of Richmond 


John M. Muller, Jr. President 
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One of the very few campaigns which continued uninterrupted and unaltered throughout 
the banking holiday and subsequently unsettled conditions is that of the First and 


Merchants National Bank of Richmond, Va. 
of working out a tie-up between a series of historical advertisements and the “ 


This series offers a very thorough method 
First’ idea. 


Each ad depicts, in illustration and copy, the first of many important institutions and 
utilities in the city, the: tie-up being very smooth between these andi the First and Mer- 


chants National Bank—‘‘First in Age, in Size, in Richmond.” 
Richmond's First Capitol, 


discuss Richmond's First Battle, 


Other ads in the series 
Richmond’s First Bridge, 


Richmond’s First Telegraph Message and Richmond's First Street Car Line. 


People,” tendered with sincerity and 
taste, well written and well. arranged. 
This “Tribute” was a gracious and 
timely beau geste. 


PEOPLE of Florida were kept well 
posted by the Exchange National Bank 
of Tampa in a series of newspaper 
ads giving a straightforward account 
of the bank’s role during the whole 


crisis, and also expressing its apprecia- 
tion to the public for the part they 
played in maintaining equilibrium dur- 
ing the storm. Concrete data and facts 
were given from day to day, conveyed 
with an atmosphere of stable, undis- 
turbed solidarity. It was in those days 
especially that the public wanted to 
know, and this bank did a good job 


in enlightening the local citizens. 


TRUTH IN ADVERTISING 


Some Thoughts Inspired by Don Knowlton’s Recent 
Article in the Atlantic Monthly 


writing in the April issue of the 

Atlantic Monthly on “Truth In 
Advertising” asks, in his entertaining 
and inimitable manner, whether truth 
is, after all, desirable. Mr. Knowlton 
is inclined to wonder, as he unfolds 
his amusing satire on various forms 
of commercial advertising, if anyone 


T= indefatigible Don Knowlton 


really wants the whole truth and noth- 
ing but the truth. 

Being an advertising man, he admits 
that most advertising is based upon 
actual facts. But as for truth—well, 
take one of his illustrations, that of a 
conscientious manufacturer of mouth 
wash. Were the truth told, the copy 
might run “Gargle all you please with 
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our patented mouth wash—the fact 
still remains that your face is one that 
God forgot, and if you think romance 
will ever come your way you're very 
much mistaken.” Which, of course, 
isn’t any fun at all for the consumer— 
and certainly not for the manufacturer. 

In a somewhat omniscient mood, Mr. 
Knowlton strips to an embarrassed 
nakedness truths in democracy, religion 
and education. In the chaos of truth 
that follows, he sees “one lone cham- 
pion of the glorious banner of illusion.” 

“Minnie Schultz sits on her attic cot, 
surveying her bulging calves. For her 
face she knows there is no hope, but 
love does not stop at the chin. If only 
that excess ninety pounds... . 

“Ah! It says in the paper, “Take 
Madam Maloney’s curious concoction 
for three weeks, and the flesh will fall 
from you like leaves in October, re- 
vealing the lithe limbs in all their 
pristine elegance. Only 50 cents a 
bottle... .” 

“Fifty cents for romance! Fifty cents 
for love! Fifty cents to tread the path 


of Guinevere, to emulate the exploits 


of Cleopatra. Who but Jonathan 
Edwards incarnate would begrude the 
spending of that fifty cents, or chal- 
lenge the advertising which provided it?” 

Analytically, Mr. Knowlton examines 
Luella Witherspoon, who rescues mari- 
tal happiness by buying new linoleum 
for the kitchen; Abner Snodgrass whose 
“virtue is desperately in need of being 
assailed,” and who, for $13.79 learns 
to play the piano in ten easy lessons, 
and thereby saves all; and Hiram Dobbs 
who conquers, in his own eyes, heredity, 
environment and malnutrition by buy- 
ing “Super power” gas. 

With sympathy Mr. Knowlton com- 
miserates with the poor devils who 
must write such advertising stuff and 
who “have nothing save a doubtful 
income, a muddled sense of shame, a 
heart full of shattered ideals and a pro- 
found faith in the futility of existence.” 
He concludes by hoping that “thus 
they may continue—for if they should 
speak the truth, then, indeed, “This is 
the end of every man’s desire.’ ” 
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Unfortunately Don Knowlton didn't 
include financial advertising in his dis- 
cussions. But his article has stimulated 
a few thoughts of our own and, with 
his kind forgiveness, we should like to 
indulge in them. -A case in point 
would be the unfortunate predicament 
in which Jasper Juggleword, advertis- 
ing manager of the Catchall National 
Bank, recently found himself. Jasper 
came into our office the other day and, 
although we have known him for some 
time, we have never seen him so broken 
up. Under our soothing solicitude he 
finally confessed all. 

A few months ago, Jasper was a 
happy cheery individual, contented in 
his work and in his family. He came 
back from the Financial Advertisers 
Association Convention of last fall with 
the idea of truth running sturdily 
through his mind. The burning desire 
of his life was to tell in simple phrases 
the unvarnished truth about his bank 
to the good people of Catchville Center. 
The night of his return he thought 
“Oh, boy, whatta convention!” and 
dreamed happy dreams of mounting 
deposits and saw his thriving community 
building parks for little children out of 
an excess of surplus cash. It was all 
very beautiful. 

The next morning he surveyed his 
past advertising efforts. “Safety and 
Integrity” ran one heading. Putting 
himself in the position of the average 
depositor, he asked himself how come 
—and shook his head sadly. “We 
cordially invite your esteemed patron- 
age.” That, too, was bad—it sort of 
suggested the invitation of the spider 
to the fly. Or, if not that, it had 
about as much true friendliness as a 
granite quarry. “Put your dollars here 
and watch them grow.” That was 
terrible. In the first place, they couldn't 
be watched, and, in the second, they 
didn’t grow—really. A feeling of 
oppression overcame him as his past 
sins multiplied before his eyes. Then 
a clarion call sounded and he was 
strengthened with a strange, mysterious 
power. Vigor surged through his 
veins and the call of truth descended 
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upon him with full force. He, Jasper 
Jugglewood, would tell all. People 
would understand. As did Moses, he 
would lead his children out of the 
wilderness of ignorance, illusion and 
fear. 

Like one possessed, he instituted a 
thorough and private investigation into 
the bank’s condition. What he saw 
pleased him, and what he didn’t see 
really doesn’t matter at this point. 

After some weeks, he had his first 
ad in its final form. To his flashing 
eye it was the living essence of banking 
truth. He surveyed it with pride. It 
was a thorough course in banking. No 
bunk, no frills—just a simple, friendly 
message. It read: 


We have $6,000,000 on deposit from 
25,678 depositors. That money no longer 
belongs to you, dear depositors, but is 
ours to transfer to business needs as we 
see fit. You can get the same amount of 
money as you have given us provided that 
only a few of you ask for your money at 
the same time. This is only reasonable, 
you understand—and now that you under- 
stand, we are sure that you will be reason- 
able. The bank pays you 3 per cent. and 
loans out money at 6 per cent. With 
the money we make on this basis (other 
ways a bank has of making money will 
be explained in future ads—watch for 
them!) we pay salaries, interest, taxes and 
so on. You'd be surprised at how this 
works out. 

Part of your money we have loaned to 
Joe Smaltch, the garage man. (In future 
ads of this series we will take up other 
loans to other people well known to you.) 
You all know Mr. Smaltch and we wish 
you'd buy more gas from him. He knows 
our Vice-President Jones real well, and he 
is a thoroughly estimable gentleman. We 
have perfect confidence in him. Due to 
the depression he has lost about $20,000 
so far this year, but you all know 
how it is. Now take your cash that you've 
been hiding out of the old sock and go buy 
yourself a nice new car from Mr. Smaltch. 
If enough of you do that, Mr. Smaltch will 
be able to meet his interest payments and 
eventually retire the loan. This means that 
you who have helped us to loan Smaltch 
$50,000 can now help us collect from 
him, and so get your money back from 
the bank when you want it. If you, like us, 
have faith in Smaltch, Catchville will go on 
to glorious heights of prosperity. 


The Catchall National Bank will wel- 
come you—and your families—at any time. 
It is “The Home Bank for Home People.” 
Bring the kiddies and teach them thrift, 
too. 


Unfortunately, Jasper related, the 
president of the bank didn’t see things 
his way. The president said, “Hell’s 
bells—what's this?” In vain did Jasper 
argue and plead and exhort for the 
principles that he believed in. But it 
availed him not. So firmly were his 
opinions fixed that it was only under 
the greatest duress that he desisted. 
From his manner we judged that there 
had been quite a battle between Jasper 
and the president, who finally threat- 
ened either to throw a fit or to throw 
out Jasper. 

Ploddingly, Jasper went on with his 
story. He had been forced back into 
his old habits. He trembled violently 
as he showed us a copy of what the 
president made him run as a substitute 
for his original advertisement. 


A Symbol 
of 
Strength and Security 
for 99 Years 
THE CATCHALL NATIONAL BANK 
Invites Your Patronage 


A sudden fear clutched at our hearts. 
Perhaps, in the recent excitement, we 
had lost track of Catchville Center 
developments. 

“Tell us, Jasper,” we urged, “is the 
bank closed?” 

Jasper looked at us with beaten eyes. 
“No,” he murmured, almost inaudibly, 
“the danged thing is still open and, 
as far as I can see, will be for the 
next ninety-nine years.” 

We watched the poor man drag 
himself away towards his fated niche 
in the Catchall National Bank, to spend 
his remaining days rearranging the 
words “Strength and Security.” 

It occurred to us that we had been 
dozing—a tribute to spring—and with 
a slight feeling of bewilderment we 
wrote an apology to Don Knowlton 
and went back to work. 





THE BANKERS MAGAZINE 


FANTASY 


“Abou-ben-Adhem, may his tribe 
increase, 

Awoke one night from a deep 
dream of peace,” 


. and saw: 


A Banker and his Adman in solemn 
conference, the room thick with smoke, 
the atmosphere pregnant with big prob- 
lems. 

“Look,” said the Adman, plucking 
out another gray hair as he pointed 
out of the window at the milling 
millions. “We gotta do something. 
They all want their money.” 

“Patience, my son,” said the Banker. 
“Now is a good time to spend nothing.” 

“But,” persisted the Adman, munch- 
ing unhappily at his third pencil. “If 


on the table, and then scurried away. 

“Ah,” said the Banker. “Ha!” he 
said. “Look!” 

The Adman looked, and wonderment 
smoothed his worried wrinkles into 
happy blandness. It was front page 
news. The President had explained 
how banks worked. The newspaper 
editors had followed him up, and 
amplified his statements. Magazine 
writers in their articles were telling 
the whole banking story in straightfor- 
ward, simple, comprehensible language. 

“See,” said the Banker, puffing out 
his chest as he pointed to the window 
where the milling millions, each clutch- 
ing a newspaper, were dispersing with 
pleased clear looks on their enlightened 
faces. “Your idea was good in theory, 
but through Patience and Faith the job 
is all done and it didn’t cost us a 


nickel.” 

“TI see,” murmured the Adman in 
awed tones. “I couldn’t have done so 
well. Not half so well.” Then, with a 
crestfallen and apologetic mien he added 
sincerely: “I’m sorry. If only I were 
a banker instead of an adman... .” 

Giving a little sigh he departed, leav- 
ing the Banker to doze gently murmur’ 
ing, “Patience and Faith. 

With a snort, Abou- hen: Adhem 
turned over and went back to sleep. 


you tell °em what it’s all about, they'll 
go home happy. That’s all I want to 
do, make °em happy. They look tired, 
poor things.” 
“Patience,” 
voice again. 
That’s all we 
Patience.” 
“Yes sir,” 
impressed. 
A timid little secretary appeared and 
laid the latest edition of the newspaper 


boomed the stentorian 
“Patience and Faith. 
need. Faith. And 


said the Adman, greatly 


“A good many people are saying that this is the worst 
depression that we have had. They probably are thinking 
of volume rather than percentages. The only basis for a 
comparison is that of percentages. You should take the 
population and the number of corporations, say, fifty years 
ago, and look at the percentage of trouble they met with 
compared with the percentage of trouble that we are meet- 
ing now with our present population and present number 
of corporations. I do know that while we have had a 
depressed market, yet securities could be sold at some price. 
There were many more failures and many more receiver- 
ships in proportion in 1873 and the period that followed 
than now.”—-Washington E. Connor. 





WHAT THEY SAY 


SIGNIFICANT EXTRACTS FROM CURRENT COMMENT 


HERE AND THERE 


“The only object of the economic 
activities of mankind is the promotion 
of human happiness.”—Investment Bul- 


letin, C. F. Childs & Co. 


* * 


“I have great hope, and believe we 
are on our way to better things.”— 
Myron C. Taylor, Chairman of the 
Board, U. S. Steel Corporation. 


* * * 


“A practical banking system cannot 
be so devised as to permit all the 
depositors simultaneously to withdraw 
their accounts in full. The effort must 
be to introduce such changes in our 
banking that the general and simul- 
taneous desire to withdraw deposits will 
never again occur. Moreover the plans 
for remodeling must not too abruptly 
break with American traditions, or dis- 
regard political realities."—Col. Leonard 
P. Ayres, Vice-president Cleveland 
Trust Company. 

>. +.8 


“If the world would avoid economic 
disorder it should avoid war.”’—Na- 


tional City Bank (New York) Letter. 


* * * 


“We are going to have new interests 
and we are going to work not for 
wealth alone but for the truly great, 
aristocratic aim of doing good to our 
fellowmen.”—Charles M. Schwab. 


* * * 


“It is well to remember that the 
philosophy of the simple life, if widely 
adopted, would keep closed half the 
factories in this country; and that there 
is at this moment a mood for that sort 
of philosophy.”—E. W. Edwards, presi- 
dent, Fifth Third Union Trust Com- 
pany, Cincinnati. 

* * * 


“T have no hesitation in saying that 
we shall have a monetary policy within 


the next six months.”—Dr. Lionel D. 
Edie. 


* * * 


“Financiers are 95 per cent. lunatics.” 
—Bernard M. Shaw. 


CONTROLLED INFLATION 


“If President Roosevelt does use his 
power to inflate the currency, the move- 
ment can be controlled and the ‘ulti- 
mate collapse’ that has followed infla- 
tion programs in other countries can 
be avoided.”"—Frederick W. Gehle, 
second vice-president, Chase National 
Bank. 


RESTORE SOCIAL EQUILIBRIUM 


“We create great banks. Their 
leaders too often know little beyond 
finance. When thousands of banks 
fail, mainly through the intrusion of 
new social and economic forces, they 
and the community think in terms of 
improving the management of banks 
rather than of restoring social equilib- 
rium. Lost social equilibrium rather 
than management accounts for most 
failures."-—Dean Wallace B. Donham, 
Harvard School of Business Administra- 
tion. 


PROTECTING BANK SAVINGS 


“The great primary need in the 
protection of the savings depositor is 
the complete separation of such deposits 
from the commercial activities of the 
banks and from any speculative tend- 
encies of the officials. The savings 
or interest department in a national 
bank or trust company is undoubtedly 
a convenience, and possibly, in some 
localities, a necessity. It is not that 
the banks should be deprived of this 
class of business, but that this class of 
business should be deprived of its un- 
doubted right to protection, by properly 
constituted law, which will guarantee 
the safety of the savings of the people 
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confidently instrusted to the care of our 
American banks. 

“Government guarantee of commer- 
cial deposits in banks is unnecessary 
and unwarranted, but the protection 
of the savings of our people by the 
Government is another matter.” —-George 
A. MacDonald, former president, Chi- 
cogee National Bank, Springfield, Mass. 


BANKER WANTED 


“There will be no real return to a 
normal and prosperous condition in the 
United States until we somehow find a 
banker who has the sense to see that 
the character of the merchant, the char- 
acter of the small manufacturer, the 
character of the professional man, is 
yet good security, if banking is to be 
carried on in a sensible, normal way.”— 
Senator Walter F. George. 


PRODUCTION MUST BE CURBED 


“What is to be done about the coun- 
try’s excess productive capacity and its 
proneness to overproduction and in- 
creased pressure for distribution is a 
question that is not easy to answer. 
There seem to be but two ways out of 
this difficulty, either the destruction of 
a large part of this overcapacity by the 
ruthless processes of competition, or 
some form of control. Which way will 
be taken cannot be foretold.—Prof. Paul 
H. Nystrom, Columbia University. 


SACRIFICE FOR THE COMMON 
GOOD 


“If I read the temper of our people 
correctly we now realize as we have 
never realized before our interdepend- 
ence on each other; that we can not 
merely take but we must give as well, 
that if we are to go forward we must 
move as a trained and loyal army will- 
ing to sacrifice for the good of a com- 
mon discipline, because without such 
discipline no progress is made, no lead- 
ership becomes effective.”—President 
Franklin D. Roosevelt. 
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URGES BANK REFORMS 


“Commercial banks should entirely 
divorce themselves from security affili- 
ates. There should be a unification of 
banking systems under Federal jurisdic- 
tion. Small banks with a few thousand 
dollars of capital should not be per- 
mitted to operate, and this creates the 
necessity of some type of branch bank- 
ing. The Canadian branch banking 
system has been able to weather the de- 
pression without a single failure; it 
breeds both honest and capable bank- 
ers." —Professor Charles R. Whittlesey, 
Princeton University. 


REAL BANKS AND REAL 
BANKERS 


“What we need in this country is 
real banks and real bankers. If a 
struggling girl wants to get a place here 
in Washington as a stenographer or 
typist, she has to have a civil service 
examination, and yet we have people 
spread all over the country from one 
end to the other calling themselves 
‘bankers’ and all they know is how to 
shave notes, at an excessive rate of in- 
terest. They are not bankers.”—Sena- 
tor Glass, speech in Senate. 


PRODUCTION OF WEALTH 
TOO EASY 


“Our economic arrangements are so ill- 
adjusted that in all the leading countries 
of the world widespread distress is ap- 
parent, simply because the production 
of wealth has become so easy. The 
position is so absurd that if we cannot 
rectify it our civilization deserves to 
perish.”—Hartley Withers. 


A SOUND MONEY POLICY 


“The most important thing to do now 
is to assure the people that the currency 
is not going to be tampered with and 
that there will be no interference with 
or disturbance of the historic sound 
money policy of this country.”—Melvin 
A. Traylor, president, First National 
Bank, Chicago. 
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BOOK REVIEWS AND NEW BOOKS 


LookING Forwarp. By Franklin D. Roose- 
velt. New York: The John Day Com- 
pany. $2.50. 


“THE Program for the New Deal” is the sub- 
title given to this book by its publishers. In 
it our new President sets forth in no uncer- 
tain terms his theories and plans for meeting 
the many governmental problems with which 
he is confronted. The material is well- 
arranged, the chapters are brief and to the 
point. It is obvious that throughout it has 
been President Roosevelt's aim to phrase the 
discussion of difficult questions in terms that 
all can understand; and he has succeeded as 
well in writing a book that is in the main 
in excellent taste and that is not untouched 
with a good deal of personal charm. 

The subjects treated by the various chap- 
ters include: Agriculture and plans for land 
utilization, taxation, public utilities, the 
tariff, judicial reform, stocks, banking and 
international debts. Among the reforms ad- 
vocated are: Great reductions of personnel 
and expenditure in local government, old 
age and unemployment insurance, greater 
advantages for rural communities, a wider 
use of probation in the treatment of crimi- 
nals, government regulation of holding com- 
panies. The tune of the whole book is one 
of confidence and steadfast determination. 

Perhaps the absorbing nature of this ac- 
count of the “new deal” cannot be better 
illustrated than by a few quotations from 
the book itself: 

“I believe that we are at the threshold of 
a fundamental change in our economic 
thought. I believe that in the future we are 
going to think less about the producer and 
more about the consumer. Do what we may 
to inject health into our ailing economic or- 
der, we cannot make it endure for long un- 
less we can bring about a wiser, more equi- 
table distribution of the national income.” 

“We must get back to first principles; we 
must make American individualism what it 
was intended to be—equality of opportunity 
for all, the right of exploitation for none.” 

“Certain requirements must be satisfied, 
in the main, by individuals who claim and 
hold control of the great industrial and 
financial combinations which dominate so 
large a part of our industrial life. They 
have undertaken to be not business men but 
princes—princes of property. I am not pre- 
pared to say that the system which produces 
them is wrong. I am very clear that they 
must fearlessly and competently assume the 
responsibility which goes with power.” 


MancHoukuo: CHiLp oF ConrFLict. By 
K. K. Kawakami. New York: The Mac- 
millan Company. $2.00. 


PRESENTED as it is from a Japanese stand- 


point (though far from being wholly partial), 
the information contained in this volume is 


nevertheless instructive and of value to all 
who would gain a better understanding of 
recent dramatic events in the Far East and 
some of their underlying causes. 

The grounds on which Japan has justified 
her policy in Manchuria are fairly well known 
already in their general outline, but many 
of the details of the policy are filled in in 
this volume, 

As Washington correspondent for a lead- 
ing Japanese daily newspaper, the author 
has acquired the art of using plain and 
picturesque English, making this book read- 
able and interesting. 

This volume, read in connection with an 
equally vigorous presentation of China's case, 
ought to afford a pretty fair comprehension 
of both sides of this controversy. 


EUROPE AND THE AMERICAN TARIFF. By 


O. Fred Boucke. New York: Thomas Y. 
Crowell Company. $1.50. 


Just at present the tariff question is being 
widely discussed, and at Washington the tide 
of opinion seems to be turning in the direc- 
tion of much lower duties on imports. That 
free trade would not be of much benefit to 
anybody in this country is the opinion of 
the author, and he suggests that a lowering 
of duties on imports should be made by 
gradual stages and with caution. 

Much of the argument in favor of re- 
duced tariff rates has rested on the conten- 
tion that this would help Europe to pay in 
goods the debts owing to the United States. 
Since the European debtors seem to have 
made up their minds not to pay in any 
event, this argument appears to have lost 
its force. 

The author has evidently made a careful 
study of his subject, and has presented his 
views in a clear and interesting manner. 


This is an instructive discussion of a timely 
issue. 


CrepiItT AND PEace: A Way Out of the 
Crisis. By Feliks Mlynarski. London: 
George Allen & Unwin, Ltd. New York: 
The Macmillan Co. $1.25. 


As professor of banking in the University 
of Warsaw and former vice-governor of the 
Bank of Poland, one would expect that the 
author of this volume would have views 
worth considering. This expectation is fully 
sustained, for he has made a concise diagnosis 
of the situation and presented some remedies 
of obvious merit—though others (e.g. the 
devaluation of gold currencies) cannot be 
thus characterized. 

One remedy for the alternation in the 
price level is to issue securities which would 
bear a fixed rate of interest, say 3 per cent., 
the rate above that to vary with annual 
changes in the index of prices. 
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After quoting some figures about the colos- 
sal war losses, the author says: “In view 
of the above figures none but criminals and 
madmen could continue to believe in the use- 
fulness of war as a method of settling inter- 
national disputes.” 

There are but ninety-two pages in this 
book, but they contain “food for thought” 
far beyond that found in volumes of much 
greater bulk. 


THE VALUATION OF REAL Estate. By Fred- 
erick M. Babcock. New York: McGraw 
Hill Book Co. $5.00. 


Tuis book gives a comprehensive treatment 
of the fundamentals of real estate valuation, 
showing their interrelation with economic 
theory and pointing out what must be: done 
to restore real estate to a sound investment 
position. The background of principles and 
bases of valuation are given first, followed by 
many examples of valuation, based on ordi- 
nary property and covering the type of ap- 
praisal problem with which the realtor is most 
commonly faced. 


THE ArT OF CENTRAL BANKING. 
Hawtrey. New York: 
$5.00. 


THE principal constituent of this book is an 
essay which traces the art of central banking 
from the early practices of the Bank of Eng- 
land and the first tentative use of bank rate 
up to the matured methods that had been 
attained by 1914. This experience is then 
reconsidered in the light of recent events and 
recent theories, and of the problems of future 
policy. Along with the principal essay are 
others dealing with such matters as French 
Monetary Policy, the Wall Street Speculation 
and Collapse, and a critical examination of 
Mr. Keynes's Treatise on Money. 


By R. G. 
Longmans Green. 


PROCEEDINGS OF THE NINETEENTH ANNUAL 
CONVENTION OF THE MorTGAGE BANKERS 
ASSOCIATION OF AMERICA. Published by 
the Association at 111 West Washington 
Street, Chicago. 


AN attractively-prepared report of the ad- 
dresses given during the three-day convention 
at Niagara Falls. The speeches cover such 
varied topics as “Federal Home Loan Banks,” 
“The Unwilling Farmer,” “Charges for Serv- 
icing Loans” and “Present Day Fallacies.” In 
addition there are lists of officers and regis- 
trants, committee reports and a proposed 
plan for reorganizing the association to meet 
new conditions. 


BuILpDING AND Loan ANNALS, 1932. Pub 
lished by the United States Building and 
Loan League, 59 East Van Buren Street, 
Chicago. $5.00. 

THE first part of this report is made up of 

addresses on the many phases of procedure 
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in conducting a building and loan business, 
One section is devoted to discussions, by 
members of the board, Senator Watson, Con- 
gressman Reilly and others, of the new Fed- 
eral Home Loan Bank System. Other sec 
tions take up accounting, advertising, apprais- 
ing, supervision and similar general problems. 
Book Two contains the reports presented at 
the French Lick Convention, accounts of new 
court decisions and legislation and a directory 
of the member associations. The whole pub- 
lication is well indexed, and should prove a 
helpful summary of the latest developments 
and policies in this section of the investment 


field. 
NEW BOOKS 


SUMMONING AMERICA TO Work. By Wil- 
liam S. Hanbury. Los Angeles, Cal.: 
Wetzel Publishing Co. $1.00. 


A program for the restoration of Ameri- 
can prosperity. Among the reforms advo- 
cated is the adoption of “Industrial Cur- 
rency.” 


TwENTyY-E1cut Days. By Charles Colt and 
Nat Keith. New York: Greenberg. 


The story of the banking crisis. 


THE FIGHT FOR FINANCIAL SUPREMACY. By 
Paul Einzig. New York: The Macmillan 
Company. $2.25. 


THE Wortp Economic Crisis. By Paul 
Einzig. New York: The Macmillan Com- 
pany. $2.25. 


Wake Up Wortp! By Edward Owings 
Towne. New York: The New Era Book 
Corporation. $1.00; paper 5Oc. 

The economics of money. The cause of 
panics and industrial depressions is investi- 
gated and a remedy suggested. 


REVOLUTION OR Joss. 
Dabney. New York: 
$1.50. 


The Odenheimer plan for guaranteed em- 
ployment. 


By Thomas Ewing 
The Dial Press. 


ADVANCING Our CivitizaTIon. By Christian 
J. Gerling. Boston: Meador Publishing 
Company. $2.00. 

A plan to insure the steady advance of 
civilization. 


INpUsTRY AND Society. By Arthur J. Todd. 


New York: Henry Holt & Co. $3.75. 


A discussion of the social problems aris- 
ing from our modern industrial system. 


Our UNFINISHED REVOLUTION. By Charles 
Elton Blanchard. Youngstown, O.: Medi- 


cal Success Press. $3.00. 


A book on social science, sponsoring col- 
lective ownership of the necessities of life. 





BOOK REVIEWS AND NEW BOOKS 


Money. By Frederick Alden Bradford. (rev. 
ed.) New York: Longmans, Green and 
Co. $2.70. 

A publication in 
series. 


Longmans’ economic 


Tue Gotp STANDARD IN THEORY AND 
PractTIsE. By Ralph George Hawtrey. 
(third ed.) New York: Longmans, Green 
and Co. $1.60. 


A new edition with some additional chap- 
ters dealing with recent events. 


LasTING PROSPERITY. 


By A. G. McGregor. 
New York: 


Pitman. $1.25. 


WEALTH, VIRTUAL WEALTH AND DEBT; 
the Solution of the Economic Paradox. By 
Frederick Soddy. (second ed.) New 
York: Dutton. $2.50. 


More Money For Every MAN. 
Mill. Philadelphia: 
$1.50. 


Another program for 
American financial system. 


THE BANKING CRISIS. 
and Jules I. Bogen. 
Mead & Co. $1.75. 


A summary of the causes and effects of 
the recent banking difficulties and a sugges- 
tion as to what remedial legislative action 
is required. 


THe Story oF Money. By Sir Norman 
Angell. Garden City, N. Y.: Garden 
City Publishing Co. $1.00. 


‘TRAVELING TO PROSPERITY; a Practical Solu- 
tion for the Problem of Intergovernmental 
Debts. By Louis H. Lehman. Philadel- 
phia: The author, 2514 North Broad 
Street. $1.00. 


The Lehman plan for the liquidation of 
world debts, promotion of peace and restora- 
tion of prosperity through travel. 


THIs INTERDEPENDENT WORLD AND ITS 
ProBLeMS. By Ramsay Muir. Boston: 
Houghton Mifflin Company. $1.75. 


A diagnosis of the present world ailment 
and its causes. 


By James 
Roland Swain Co. 


reorganizing the 


By Marcus Nadler 
New York: Dodd, 


Laissez FAIRE AND AFTER. 
Boucke. New York: 
ell Company. $3.00. 


A suggestion for better governmental con- 
trol of industry and finance. 


By O. Fred 
Thomas Y. Crow- 


THE PRIMER OF INFLATION. By Earl Spar- 


ling. New York: 
pany. 
Another of the John Day Company’s at- 
tempts to keep the public informed on cur- 
tent economic questions. 


The John Day Com- 
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TueE Roap To RevivaL. By F. Cyril James. 
New York: Harper & Brothers. $2.75. 


An earnest and well-reasoned presentation 
of the case for inflation. 


THE Gotp STANDARD AND Its Future. By 
T. E. Gregory. New York: Dutton. $1.50. 
A statement of the fundamentals of the 

gold standard, how it operates and why it 

breaks down. 


NEW PAMPHLETS 


TAXATION IN MASSACHUSETTS. Boston: Old 
Colony Trust Company. 


An outline of taxes levied on individuals, 
industrial corporations, banks, etc. by the 
Federal, state and municipal governments. 


PROCEEDINGS OF THE FIFTH ANNUAL Mip- 
WINTER MEETING OF THE NEW YORK 
STATE BANKERS ASSOCIATION held in New 
York City Friday, January 20, 1933. 
The speeches, committee reports and 

resolutions of the association's mid-winter 

meeting. Among the speakers are H. H. 

Griswold, president of the association; Fran- 

cis H. Sisson, president of the A. B. A.; and 

H. V. Kaltenborn. 


Is Mopern BusINess MATHEMATICALLY 
PossisLE? Address before the Society of 
Norwegian Engineers by Lawrence E. Wid- 
mark. Westfield, N. J.: The Practical 
Publishing Co. 

An attempt to show that our present dif- 
ficulties are due less to the war and war debts 
than to a mathematically unsound attempt 
to carry a fluctuating amount of business on 
a fixed interest charge and a method of 
regulating the currency supply that contracts 
the supply of money just when more is 
needed. 


UnstaBLe Money. By John Strachey. New 
York: The John Day Company. 25c. 


An extract from “The Coming Struggle 
for Power.” 


How To Restore VALues. By Ambrose W. 
Benkert, in collaboration with Earl Harding. 
New York: The John Day Company. 25c. 
Another plan for getting America out of 

the depression. 


One Bic BANK. 
lications. 10c. 
ganization’s 
phleteering. 


New York: Mutual Pub- 
The first of this new or- 
attempts to revive pam- 


THE MEANS TO PROsPERITY. 
nard Keynes. New York: 
and Company. 

An American edition of the pamphlet 
which sold 12,000 copies in England within 
two weeks of its publication. 


By John May- 


Harcourt, Brace 





REVIEW OF THE MONTH 


A SURVEY OF BANKING AND ECONOMIC CONDITIONS AS 
REVEALED IN MONTHLY TRADE LETTERS 


HILE reports from all sections 

\ x / of the country indicate that 
there has been a marked re- 

covery from the severe shock occasioned 
by the bank holiday, and although busi- 
ness shows some signs of improvement, 
a considerable degree of uncertainty 
as to the future is still manifest. Soon 
a number of measures pending in Con- 
gress or already enacted by that body 
will have to be subjected to the test 
of practical reaction to their provisions. 
Some of these measures represent ex- 
cursions into untrodden paths, and their 
effects upon the production and trade 
of the country remain to be seen. There 
is also some uncertainty regarding the 
monetary policy to be pursued. At the 
time of writing attempts to pass legisla- 
tion frankly inflationary in character 
have failed, but the pressure for legisla- 


3 DAYS and 9 NIGHTS 


BOSTON 
$10 


INCLUDES EVERYTHING 
ROOMS—6 MEALS 


¢ Pt 
ENTERTAINMENT 


(, TWO FAMOUS HOTELS 


Year ‘round plan. Register any time, any 
day — for 3 glorious days of leisurely en- 
joyment. Plan your own program. 


Best rooms with bath! Delicious meals! 
Gay dinner dance assemblies at The Hotel 
Brunswick Egyptian Room! Ticket for 
Metropolitan Theatre or Royal Blue Line 
Tour of Boston! All for $10. per person in 
groups of two or more. 


HOTEL LENOX 
HOTEL BRUNSWICK 


Boylston St.—on either side of Copley Sq.—Boston 
L. C. PRIOR, PRESIDENT 


tion of this kind seems to be growing. 
The dollar has recently suffered con- 
siderable depreciation as measured in 
foreign currencies, but the Treasury 
acted to check this depreciation by 
licensing banks to make moderate ex- 
ports of gold. Plans for refunding a 
large part of the public debt, thought 
last month to have been decided on, 
have been indefinitely postponed, due, 
it is believed, to the possibility of a 
rather large bond issue to finance com- 
mitments already made or in contem- 
plation by the Administration. 

Contrasted with this halting senti- 
ment, some actual improvement is 
noted. Steel production has risen to 
something like 21 per cent. of capacity 
—a low level, but quite a bit better 
than the point prevailing for some time. 
There has also been a rise in the price 
of wheat and other grains and of 
cotton. This advance has not been 
wholly maintained, but it still holds 
prices above their low point. As a 
result of these advances the general 
commodity index shows a rising tend- 
ency. 


NEW ENGLAND LETTER 
{First National Bank of Boston, March 29] 


While the expectation of greater activity 
has created a better feeling in the goods mar- 
ket, business is still in small volume. Prices 
on some wool goods have advanced slightly 
but not commensurate with that of the raw 
material, with the consequence that manu’ 
facturing margins have been further reduced. 
Business in men’s wear has been extremely 
dull, and that in women’s wear has been 
disappointing. It is still anticipated, how- 
ever, that a larger spring business will 
develop. 

The greatest source of strength in both 
raw wool and finished goods lies in the ab- 
sence of large accumulated stocks. There is 
no great supply of wool on hand, and, even 
though mill demand remains light, the carry- 
over of old wool when the new clip arrives 
is expected to be smaller than for some years. 
At the same time, inventories of finished 
goods are low, while deferred consumer needs 
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are undoubtedly extremely large. Neverthe- 
less, sub-normal consumer purchasing power 
is of course the determining factor, and thus 
the pressure for low prices continues. 

Mill consumption of wool was larger in 
the first two months of this year than in the 
same months of 1932. According to trade 
reports, however, mill activity in February 
was less than in January, which is contrary 
to the usual seasonal tendency. Operations 
have been further reduced during the current 
month, reflecting the poor spring business. 
The seasonal expansion in activity which 
usually occurs early in the year has thus 
failed to take place, although some late com: 
mitments may serve to bolster up the sea’ 
sonally declining tendency that usually char- 
acterizes the period from now until late 
summer. 


MONTHLY SUMMARY 


{Security-First National Bank, Los Angeles, 
April 1} 


Business activity in Los Angeles and 
Southern California during the last week in 
March was generally equal to and in many 
instances in excess of that during the com- 
parable period in February. While the local 


trades and industries were adversely affected 
by the nation-wide bank holiday during the 
first part of the month and experienced an 


abnormal flurry of activity following re- 
sumption of banking operations, business 
toward the close of the period was again on 
a normal basis. Moreover, a_ perceptible 
improvement in public sentiment, expressing 
itself in a more hopeful attitude toward the 
future of economic affairs, has been noted 
by many observers throughout the southern 
counties during the past two weeks. 

The communities affected by the earth- 
quake of March 10 are making satisfactory 
progress in the work of reconstruction, and 
in most instances business affairs are now 
proceeding ‘as if no interruption had oc- 
curred. In some localities the building in- 
dustries have been benefited by repair work 
occasioned by the temblor. The value of 
building permits issued in Los Angeles, which 
was only slightly affected by the shock, 
showed an increase of $256,862 over the 
total for February and amounted to $958,441. 


MONTHLY REVIEW 


[Federal Reserve Bank of Kansas 


April 1} 


Business and Tenth District commodity 
prices continued to mark time in February 
with sentiment improving and prices strength- 
ening somewhat the middle of March, fol- 
lowing the banking holiday. The outstand- 
ing favorable improvement during February 
was a decided reduction in business mortality. 


City, 
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The February volume of retail trade as 
reflected in the dollar sales of thirty-two 
department stores in leading cities of the 
district increased 0.9 per cent. as compared 
to January, but was 23.2 per cent. less than 
in February, 1932. Combined sales of all re- 
porting wholesale firms declined 7.7 per cent. 
for the month and 17.1 per cent. as com- 
pared to February last year. Life insurance 
sales were slightly smaller than in January 
and 16.5 per cent. less than a year ago. 
Retail lumber sales were less than a month 
ago but larger than in February, 1932. Build- 
ing operations were the lightest for any 
month in recent years. 


MONTHLY REVIEW 
{Federal Reserve Bank, New York, April 1} 


After declining $800,000,000 from the 
high point of February 1 to the end of the 
first week in March, the total loans and in- 
vestments of reporting New York City mem- 
ber banks subsequently have shown a moder: 
ate expansion. The deposits of these banks 
declined approximately $1,500,000,000 in the 
five weeks following February 1, due in con’ 
siderable part to the withdrawal of balances 
by correspondent banks, but partly to with- 
drawals of funds by local depositors and 
partly to the effects of credit liquidation dur- 
ing the period of pressure. In the three 
weeks ended March 29, however, their de- 
posits have increased approximately $334.- 
000,000, not including a substantial increase 
in Government deposits which resulted from 
subscriptions to the new securities sold by 
the Treasury on March 15. Weekly data 
for member banks throughout the system 
have not been published since March 1, as 
comparable data are no longer available. 


THE GUARANTY SURVEY 


{Guaranty Trust Company, New York, 


March 27} 


March has been crowded with events of 
supreme importance. Within the space of 
six weeks the country has passed through a 
major financial crisis and achieved a meas- 
ure of recovery that not only has gone far 
toward restoring normal banking conditions 
but seems to have created a considerable 
degree of reassurance on the part of business 
men and the public generally. A large share 
of the credit for this truly notable record 
must go to the Federal administration, which 
met the emergency with a calmness and vigor 
that inspired the people with the confidence 
essential to the success of its program. Due 
recognition must also be given to Congress 
and to the general public for rallying to the 
support of the Government in the spirit of 
loyalty and co-operation that a national 
emergency has never failed to bring forth. 
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CONFIDENCE IN FAR WEST 


Approximately 96.4 per cent. of the 
banking resources of the twelfth Fed- 
eral Reserve District, estimated from 
the latest banking figures at well above 
$4,000,000,000, have been freed, since 
the moratorium, to function in the 
business of the Far West, according 


to the Bank of America, N.T.&S.A. 
in a survey of Western banking. 

More than 96.6 per cent. of the 
deposits and 96.4 per cent. of the 
capital, surplus and undivided profits 
of the banks in the area, the survey 
shows further, have been liberated. A 
number of the institutions operating 
under a conservator, it is stated, expect 
to lift their restrictions at an early date. 
A high percentage of the “closed” 
banks are capitalized at relatively small 
amounts. 

A decrease of approximately $75,- 
000,000 of money in circulation is also 
reported by the Federal Reserve of 
San Francisco—the largest return of 
currency to the banks for any period 
in history. None of the new Federal 
Reserve notes, it is stated, were re- 
leased in the district. These records 
are declared to indicate clearly a return 
of confidence in the West. 

Possessing approximately 80 per cent. 
of the banking assets of the seven 
Western states, California cleared the 
moratorium with less than 2 per cent. 
of its assets under post-moratorium 
restrictions. Since a substantial por- 
tion of California banking flows through 
branch systems, proponents naturally 
attribute the favorable California record 
to its branch banking systems, which 
are functioning “as usual.” 

Employment, payrolls and earnings 
of 1183 industrial plans in California 
showed a moderate increase since the 
end of January. 


—@©— 


CO-OPERATION THE WAY TO 
RECOVERY 


In agriculture as in industry and every- 
thing else, there can be no recovery un- 
less there is confidence; there can be no 
prosperity unless there is peace; and 
there can be no peace unless the peoples 
of the world go forward with a con- 
structive, courageous, far-sighted policy 
of international co-operation —Viscount 
Astor (from an address before the 
Academy of Political Science, New 
York). 





IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


A SURVEY made the middle of April showed 
that far more than three-quarters of the 
Federal Reserve member banks in the country 
and well over half of the state banks were 
open and doing business on an unrestricted 
basis. Before the holiday 6736 Federal Re- 
serve member banks were in operation, while, 
on April 14, 5443 were open without restric- 
tion, 680 were open with restrictions and 
543 had not yet been licensed. Figures avail- 
able from forty-seven states showed that of 
11,436 banks doing business before the holi- 
day 7654 were open without restriction, 3012 
were open with restrictions and the remain- 
ing were not yet licensed or were closed for 
reorganization or liquidation. 


GEORGE W. DAVISON, chairman of the 
board of the Central Hanover Bank and 
Trust Company, and THOMAS J. WAT- 
SON, president of the International Business 
Machines Corporation, have been elected to 
the board of the Federal Reserve Bank of 
New York, to fill the vacancies caused by the 
resignations of ALBERT H. WIGGIN and 
WILLIAM H. WOODIN. 


In honor of the American Institute of Bank- 
ing the management of the Century of Prog- 
ress Exposition at Chicago has designated 
June 12 as Bankers’ Day. Chicago chapter 
of the A. I. B. will be convention host, and 
is extending a cordial invitation to Institute 
members all over the country to come to Chi- 
cago June 12-16. It is expected that in a 
period of such rapid economic changes the 
combination of a banking convention and a 
World's Fair will draw a record attendance 
to the Institute’s thirty-first annual gathering. 


Tue General Motors Acceptance Corporation 
has been authorized to open a branch office 
at London, Ontario. 


THE Manufacturers Trust Company of 55 
Broad street, New York City, has been au- 
thorized to open branch offices at 527 Fifth 
avenue, 256 West 57th street and 50 
Broadway. 


THE Mercantile Bank and Trust Company 
of New York, with main office and three 
branch offices in the city, has been taken 
over by the state superintendent of banks, 
JOSEPH A. BRODERICK. A statement 
made by H. M. STILLMAN, president of 
the bank, gives steadily declining deposits 
and the depreciation of assets due to the de- 
pression and current business conditions as 
the reason for the bank's difficulties. 
ARTHUR J. McQUADE has been named 


special deputy superintendent to assist in 
liquidation. 


FREDERICK H. HORNBY, chairman of the 
board of directors of the Continental Bank 
and Trust Company of New York, has been 
elected president of that institution. He suc- 
ceeds C. HOWARD MARFIELD, who re- 
cently resigned. Mr. Hornby had previously 
served as president, but became chairman of 
the board when the Continental absorbed 
the Straus National Bank and Trust Com- 
pany and the International Trust Company 
in 1931. 


J. HOWARD ARDREY has resigned as a 
vice-president of the Guaranty Trust Com- 
pany, New York City. 


WILLIAM B. CARDOZO has been elected 
senior vice-president of the City Bank Farm- 
ers Trust Company, New York City, with 
which he has been associated for fifty years. 
CARL TAYLOR, of Taylor, Blank, Capron 
& Marsh, was elected a director and a mem- 
ber of the executive committee. 


JOSEPH V. McKEE, for seven years presi- 
dent of the Board of Aldermen of New York 
City, on May 15 assumes the presidency of 
the Title Guaranty and Trust Company of 
New York. 


BANKERS TRUST COMPANY announced 
on April 17 that it had discontinued the 
distribution of A. B. A. travel checks, the 
agreement between the A. B. A. and the bank 
having been cancelled at the bank's request. 
The bank will continue to honor all properly 
issued and negotiated checks and all banks 
in any part of the world are authorized to 
cash such checks as they are presented. 


AT a recent meeting of the directors of the 
Wisconsin Bankshares Corporation, WIL- 
LIAM F. STYLE, comptroller, was elected 
treasurer to succeed EDWARD A. BACON, 
who has resigned. Mr. Style has been with 
the Bankshares Corporation since 1930, and 
two months ago was elected a director. 


ARTHUR M. REYNOLDS, former head of 
the Continental Illinois Bank & Trust Co., 
has arrived in San Francisco and started his 
duties as vice-chairman of the board of Bank 
of America, N. T. & S. A. 


THE First National Bank of Chicago and 
The First Union Trust and Savings Bank, 
which since 1903 have jointly offered the 
banking facilities ordinarily given by a single 
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institution, have now effected a complete 
merger under the name of the First National 
Bank of Chicago. The First National has 
assumed all deposit liabilities, including sav- 
ings accounts, of its affiliated bank, and the 
savings department and other business will 
be conducted in the same quarters. The 
trust business of the First Union Trust and 
Savings Bank will be carried on as heretofore. 


TRANSAMERICA Corporation, Holding Com- 
panies, and all controlled subsidiaries, in the 


first annual report since the return of the 
Giannini management, list consolidated net 
profits of $7,967,255 for the year ending 


December 31, 1932. This includes profits 
on sales of securities, and is after adminis- 
trative expenses, taxes and other charges have 
been deducted. Compared to this year’s net 
profit of thirty-four cents per share, the cor- 
responding profit on December 31, 1931, was 
only eight cents per share; and the consoli- 
dated balance sheet shows total assets of 
$230,305,850, as against $224,684,282 a year 
ago. Since Mr. Giannini assumed control on 
February 15, 1932, general and administra- 
tive expenses have been reduced by $9,- 
276,253. 

In the letter of transmittal it is stated that 
Transamerica Corporation particularly favors 
investment in shares of banks authorized to 
maintain branches, and that the board is 
firmly of the opinion that branch banking 
in some form, state-wide, regional or nation- 
wide, is imminent. 


WALTER S. McLUCAS, chairman of the 
board of the Commerce Trust Company, Kan- 
sas City, has been named president of the 
new National Bank of Detroit, formed with 
a $25,000,000 capital through the combined 
efforts of the Reconstruction Finance Corpo- 
ration and General Motors. Mr. McLucas 
has been for several years the Tenth District 
member of the Federal Reserve Advisory 


Council in Washington, and is a director of 
the National Credit Corporation. 


E. E. BEACH was elected vice-president of 
the Bankers Trust Company at a recent meet- 
ing of the board of directors. W. F. RUTH- 
ERFORD was appointed assistant vice-presi- 
dent; DAVID B. MATHIAS, assistant audi- 
tor; and J. F. RATH, assistant secretary. 


HERBERT SHRYER, editor of Burroughs 
Clearing House, died at his home in Detroit 
on March 29. He was born in Terre Haute, 
Ind., in 1882, and was a graduate of Rose 
Polytechnic Institute. For some years he fol 
lowed the profession of engineering chemist, 
leaving this work to become financial editor 
of the Detroit News, a position which he held 
for seven years. He had been editor of the 
Burroughs publication since 1917. 


Citizens of Cleveland have been asked to 
subscribe to $5,000,000 worth of common 
stock of the proposed new First National 
Bank of that city. The Reconstruction Fi- 
nance Corporation has agreed to subscribe to 
an equivalent amount of preferred stock, on 
condition that the issue of common stock be 
sold. The Union Trust Company and the 
Guardian Trust Company, both of which are 
under the control of conservators, expect 
through separate additional borrowing and 
sales of their liquid assets at face value to 
the new bank, to make an initial liquidating 
dividend available to their depositors. In the 
case of the Union Trust Company this divi- 
dend is expected to be approximately 35 per 
cent. of the balance remaining after the 5 per 
cent. withdrawal heretofore permitted, and 
in the case of the Guardian Trust Company 
about 20 per cent. of the balances after the 
previous 1 per cent. withdrawal. 

The Reconstruction Finance Corporation 
has approved A. V. CANNON as chairman 
of the board of the new bank and J. R. 
KRAUS as president. 


CHARLES D. WHITE, executive vice-presi- 
dent of the Guarantee Trust Company, Atlan- 
tic City, N. J., has been elected president to 
succeed DANIEL S. WHITE, head of the 
bank since 1916, who has recently resigned 
because of ill health, HUGH S. RIDDLE 


was elected executive vice-president. 


THE Swiss government has adopted a project 
to control the country’s banks, end the ex- 
port of money and safeguard public savings. 
To float foreign loans in this country the 
banks will have to obtain authorization from 
the National Bank. 


THE reopening of the Asbury Park and 
Ocean Grove (N. J.) Bank on May 1 was 
marked by a street parade of 400 automo’ 
biles, the roaring of factory whistles and a 
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prayer by the executive secretary of the local 
Y. M. C. A. The bank had been closed 
since December 24, 1931. 


BARON LOUIS ROTHSCHILD has re- 
signed as president of the Creditanstalt in 
Vienna. An arrangement between the Aus- 
trian government and foreign creditors pro- 
vides that the president of the Creditanstalt 
must reside permanently in Vienna and de- 
vote himself exclusively to the business of 
the bank. Baron Rothschild was unable to 
comply with this provision 


Union Bank of Michigan at Grand Rapids 
has abolished its securities department in line 
with suggestions and recommendations made 
by President Roosevelt. According to JOHN 
E. FREY, president of the bank, it is the 
first institution in Michigan to take this step. 


CHARLES S. McCAIN, chairman of the 
board of the Chase National Bank; W. C. 
POTTER, president of the Guaranty Trust 
Company; THOMAS W. LAMONT of J. P. 
Morgan & Co.; SAMUEL A. WELLDON, 
vice-president of the First National Bank; 
and FREDERICK WARBURG of Kuhn, 
Loeb & Co., were the members of the com- 
mittee appointed in April to deal with the 
financial affairs of New York City. 


THE First of Michigan Corporation of Detroit 
commenced business on May 5, with pri- 
vately subscribed capital and entirely free 
of all bank or holding-company affiliations. 
It will carry on an investment banking busi- 
ness similar to that of the dissolved First 
Detroit Company, Inc., and contains most of 
the former officers and ranking employes of 
that institution. WARREN J. HOYSRADT, 
executive vice-president, is in charge of the 
Detroit office. Branch offices will be main- 
tained in Chicago and San Francisco. 


THE County Trust Company, known as “Al 
Smith’s bank,” has announced that it has 
joined the Federal Reserve System, written 
off all its losses and charged down all securi- 
ties in its portfolio to current market prices. 


A REDUCTION of one-half of 1 per cent. in 
the rate of interest on savings accounts be- 
came effective in Canada on May 1. The 
rate now is 2} per cent. 


APRIL DEATHS IN THE BANKING 
WORLD 


. reg A. Ackley, Vineland (N. J.) National 
ank, : 

Albert Edmund Agnus, Chemical Bank 
and Trust Company of New York. 

— J. Atkinson, Hawley (Pa.) National 
ank, 

Eugene Bass, Lancaster National Bank, 
Irvington, Pa. 
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William A. Baucher, Berwick (Pa.) Sav- 
ings and Trust Company. 

Samuel R. Bell, Larchmont (N. Y.) Na- 
tional Bank and Trust Company. 

James M. Berry, Fourth National Bank, 
Tulsa, Okla. 

Theodore M. Bertine, Manufacturers Trust 
Company of New York. 

Charles L. Bickford, Cleveland Federal Re: 
serve Bank. 

Elmer Black, Deposit Bank, Eminence, Ky. 

Walter I. Bloch, City National Bank, 
Selma, Ala. 

Daniel Burr Bradley, Westport (Conn.) 
Bank and Trust Company. 

Clifton Wood Bransford, 
(Ky.) Banking Company. 

Osborne W. Bright, former New York 
Security and Trust Company. 

Harry S. Brown, Forbes National Bank, 
Pittsburgh, Pa. 

Clifton D. Burdick, Title Guarantee and 
Trust Company of New York. 

Frank Comesky, Nyack (N. Y.) National 
Bank. 

Jacob Wycoff Cornell, Wappingers (N. Y.) 
Savings Bank. 

Mark Bertram Covell, 
Whitehall, Mich. 

J. E. Cox, First Savings Bank and Trust 
Company, Albuquerque, N. M., First Na- 
tional Bank, Albuquerque. 

Samuel E. Cress, Sorento (Ill.) National 
Bank. 

A. H. Crowell, 
of Newton, N. C. 

Francis Henshaw Dewey, Mechanics Na- 
tional Bank of Worcester, Mass. 

C. B. Dreher, Tamaqua (Pa.) National 
Bank. 

J. Blanchard Durand, Cranford (N. J.) 
Trust Company. 

J. D. Edmundson, First National Bank, 
Council Bluffs, Ia. 

N. C. Elting, First National Bank, Flor- 
ence, Ala. 

Louis Fleisher, former People’s Trust Com- 
panv, Philadelphia. 

Clarence Freeman French, Waltham ( Mass.) 
Co-operative Bank, Waltham Savings Bank. 

John Galt, Union Bank of Canada. 

C. A. Goodwin, Marshall County State 
Bank, Albertville, Ala. 

D. W. Graham, Merchants Bank, Bolton, 
Miss. 

Walter Granberg, Crystal Falls (Mich.) 
National Bank. 

Moses H. Greenebaum, Illinois State Sav- 
ings Bank, Pontiac, II. 

George M. Hanchett, Lee County (Ia.) 
Savings Bank. 

Samuel W. Hancock, Topton (Pa.) Na- 
tional Bank. 

George W. Hanna, Farmers State Bank, 
Clay Center, Kan. 


Owensboro 


State Bank of 


Shuford National Bank 
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Moses W. Harris, Sr., Hancock National 
Bank, Sparta, Ga. 

Robert Hodge, Williamson County (Tenn.) 
Banking and Trust Co. 

J. Tanner Kinnier, Commerical Trust @ 
Savings Bank, Lynchburg, Va. 

Captain Levin Winder Lane, First Na- 
tional Bank of Williamsburg, Va. 

Harry L. Leam, First National 
Mount Carmel, Pa. 

George Leask, Central Savings Bank of 
New York, Dunbar National Bank. 

John T. Lombard, Hastings (Mich.) Na- 
tional Bank. 

George P. Loomis, Citizens 
Trust Co., Sharpsburg, Pa. 

Arthur Lyman, First National Bank of 
Boston, Suffolk Savings Bank. 

Uriah McLean, Farmers Savings 
Minden, Ia. 

W. B. Miller, 
Rock, Ark. 

Carl H. Muehlenfordt, 
Bank, Lockport, III. 

H. J. Mueller, National Bank of Niles 
Center, IIl. 

George N. Neise, former Foreman State 
National Bank, Chicago. 

William H. Oyer, Pen Argyl (Pa.) Na- 
tional Bank. 

Robert J. Ramsey, Farmers & Working- 
mens Savings Bank, Jackson, Mich. 

John M. Rhodes, First National Bank of 
Altamont, IIl. 

Clinton O. Richardson, Park Bank, Balti- 
more. 

George Henry Seitter, Farmers State Bank, 
New Washington, O. 

H. M. Shelhamer, First Bremen (O.) Bank. 

Edward O. Stanley, Title Guaranty and 
Trust Company of New York. 

Sir Edward David Stern, Stern Brothers, 
London. 

George A. Swayze, Middletown (N. Y.) 
Savings Bank. 

Edward W. Tinsley, Colonial 
National Bank, Roanoke, Va. 

Ernest H. Trickey, Wolfeboro (N. H.) 
National Bank, Rochester (N. H.) Trust Co. 

James A. Vines, Peoples Bank, Johnson 
City, Tenn. 

J. W. Wadson, Farmers Savings Bank, 
Vincent, Ia. 

John Wahrenberger, 
Bank, Conroe, Tex. 

A. W. Wallace, First National Bank, Tus- 
cola, Ill. 

Firman R. Williamson, Flemington (N. J.) 
National Bank and Trust Company. 

C. P. Witters, First National Bank, Nor- 
ris City, Ill. 

Frederick Sherwood Wright, First National 
Bank, Newark, O. 

om Augustus 


Bank, 


Deposit & 


Bank, 
Union Trust Co., Little 


First National 


American 


Sr., First National 


Wynkoop, Syracuse, 


Wilbur H. Zimmerman, Tioga (Pa.) Na- 
tional Bank & Trust Co. 


A. I. B. CONVENTION 


THE thirty-first annual convention of the 
American Institute of Banking Section of 
the American Bankers Association will be 
held in Chicago, June 12-16, with head 
quarters at the Palmer House. This will be 
the first large national convention to meet in 
Chicago after the opening of the Century 
of Progress Exposition. It is expected that 
the attendance will number 2500. 

The convention schedule calls for the an 
nual meeting of the executive council of the 
institute the afternoon of Monday, June 12. 
The morning of Tuesday, June 13, the open- 
ing general convention session will be held. 
Beginning with luncheon that day there will 
be eight separate departmental conferences 
on various phases of banking. These con 
ferences will be devoted to the following 
topics: Audits and accounting, bank admin- 
istration, business development and advertis- 
ing, credits, deposit functions, investments 
and investment banking, savings banking, 
trust functions. The evening of June 13 
the annual debate and the public speaking 
contest will be held. 

Wednesday morning, June 13, institute 
conferences on the educational work of the 
institute, institute publicity and public speak: 
ing will be conducted. 

Thursday morning, June 14, there will be 
additional institute conferences on the ad- 
ministration of chapters, debate, public edu- 
cation and women’s place in banking Begin- 
ning at noon that day the departmental con- 
ferences will resume consideration of the 
same subjects that were taken up on Tuesday. 
Thursday night the institute chapters will 
hold caucuses to decide on the candidates 
to be voted on for national office at the 
final convention session, which will be held 
on Friday morning, June 16. Friday after’ 
noon there will be several industrial tours, 
and at night the final ball will be held pre- 
ceding the departure of delegates. 

The institute consists of 234 chapters in 
cities throughout the country and has a mem: 
bership totaling 47,718. 

Convention arrangements will be in the 
hands of numerous committees under direc: 
tion of the following, all of Chicago: 

General convention committee: Chairman, 
C. Edgar Johnson, First Union Trust & Sav- 
ings Bank; vice-chairman, Rudolph H. Brunk- 
horst, Harris Trust & Savings Bank; Frank 
R. Curda, City National Bank and Trust 
Company; Fred A. Cuscaden, Northern Trust 
Company; Robert J. Hargreaves, Federal Re: 
serve Bank; William H. A. Johnson, Conti- 
nental Illinois National Bank & Trust Com: 
pany; Mark F. Trumbull, First National 
Bank; secretary and treasurer, Joseph J. 
Schroeder, 162 West Monroe street. 

Alumni committee, chairman, Norman B. 
Collins, Security Bank of Chicago; arrange: 
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ments, Roy R. Marquardt, First Union Trust 
@ Savings Bank; automobiles, Don D. Love- 
lace, Incomes, Inc., 111 West Monroe street; 
clubs, David Johnstone, Northern Trust Com- 
pany; Century of Progress committee, Rich- 
ard W. Gratton, Chicago Chapter A. I. B., 
162 West Monroe street; entertainment, Al- 
bert C. Tosch, Continental Illinois National 
Bank & Trust Company; finance, Thomas J. 
Nugent, First National Bank; halls and meet- 
ing places, Reuben D. Beckett, City National 
Bank and Trust Company; hotels, Ernest L. 
Johnson, Recordak Service, Inc., 137 North 
Wabash avenue; information, David M. 
Sweet, City National Bank and Trust Com- 
pany; personnel, Carsten E. Ronning, Conti- 
nental Illinois National Bank & Trust Com- 
pany; publicity, Ivan D. Carson, Noel State 
Bank Building, 1601 Milwaukee avenue; re- 
ception, Victor $. Dixon, Continental Illinois 
National Bank & Trust Company; registra- 
tion, John S. McDonough, Harris Trust & 
Savings Bank; transportation, Mark A. Lies, 
Federal Reserve Bank; women’s committee, 
Mrs. Olive S. Jennings, Illinois Bankers As- 
sociation, 33 North La Salle street. 


COMING BANKERS’ 
CONVENTIONS 


ALABAMA BANKERS ASSOCIATION. _ Jeffer- 
son Davis Hotel, Montgomery, May 18-19, 
1933. 


AMERICAN INSTITUTE OF BANKING. 
Palmer House, Chicago, June 12-16, 1933. 


ARKANSAS BANKERS ASSOCIATION. Hotel 


Marion, Little Rock. Postponed. 


CALIFORNIA BANKERS ASSOCIATION. Hotel 
Huntington, Pasadena, May 24-26, 1933. 
Secretary, Andrew Miller, 632 Mills Build- 
ing, San Francisco. 


CENTRAL BANK MANAGEMENT CONFER’ 
ENCE. Indianapolis, Ind. Postponed until 
further notice. 


CoLorapo BANKERS ASSOCIATION. Craggs 
Hotel, Estes Park, June 16-17, 1933. No 


regional group meetings. 


DELAWARE BANKERS ASSOCIATION. Reho- 
both, September 7, 1933. 


FINANCIAL ADVERTISERS ASSOCIATION. 
Waldorf-Astoria, New York City, Septem- 
ber 11-14, 1933. Executive secretary, Pres- 
ton E. Reed, 231 South LaSalle Street, Chi- 


cago. 


GEORGIA BANKERS ASSOCIATION. Macon, 


May 25-26, 1933. 


IDAHO BANKERS’ ASSOCIATION. 
Boise, Boise, June 9-10, 1933. 


ILLINOIS BANKERS ASSOCIATION. 
Hotel, Chicago, June 5-6, 1933. 


Hotel 


Stevens 


527 


INDIANA BANKERS ASSOCIATION.  Clay- 
pool Hotel, Indianapolis, June 14-15, 1933. 


INTERNATIONAL BUILDING AND 
Concress. London, June 6-9, 1933. 


INVESTMENT BANKERS ASSOCIATION. Hot 
Springs, Va., October 28-November 1, 1933. 


IowA BANKERS ASSOCIATION. Warrior 
Hotel, Sioux City, June 19-21, 1933. Secre- 
tary, Frank Warner, 430 Liberty Building, 
Des Moines. 


Kansas BANKERS ASSOCIATION. Salina, 
May 16-17, 1933. Executive vice-president, 
W. W. Bowman, Topeka. 


KENTUCKY BANKERS ASSOCIATION. Louis- 
ville, September, 1933. No date. 


Maine BANKERS ASSOCIATION. Rangeley, 
June 16-17, 1933. 


MaRYLAND BANKERS ASSOCIATION. Tray- 
more Hotel, Atlantic City, N. J., May 24-25, 
1933. 


MICHIGAN BANKERS ASSOCIATION. Statler 
Hotel, Detroit, June 29-30, 1933. 


MINNESOTA BANKERS ASSOCIATION. 
neapolis, June, 1933. No date. 


MississIpPI BANKERS ASSOCIATION. 
9-10, 1933. 


MissouRI BANKERS ASSOCIATION. 
Jefferson, St. Louis, May 18-19, 1933. 
retary, W. F. Keyser, Sedalia. 


LoAN 


Min- 
May 


Hotel 
Sec’ 


MonTANA BANKERS ASSOCIATION. Helena, 
July 28-29, 1933. 


MortTGAGE BANKERS ASSOCIATION. Secre- 
tary, Walter B. Kester, 111 West Washing- 
ton Street, Chicago. No date. 


NATIONAL ASSOCIATION OF CREDIT MEN. 
Milwaukee, June 19-24, 1933. 


Bank Buildings 


If you are considering modernizing 
+2 present quarters or contemplat- 
ing new offices, we believe it will pay 
you to let us solve your problems. Years 
of experience in designing bank build- 
ings qualify us to perform these services 
for you perfectly and economically. 


Booklet sent upon request 


CHAS. A. HOLMES 


formerly of 
HOLMES & WINSLOW 
Established 20 Years 


153 E. 38th Street - New York 
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NATIONAL ASSOCIATION OF MuTUAL Sav- 
tiNcs BaNKs. Executive secretary, John W. 
Sandstedt, 347 Madison Avenue, New York. 
New Ocean House, Swampscott, Mass., May 
24-26, 1933. 


New Jersey BANKERS ASSOCIATION. At- 
lantic City, May 18-20, 1933. 


New Mexico BANKERS ASSOCIATION. 
Franciscan Hotel, Albuquerque. Indefinitely 
postponed. 


New York Savincs BANK ASSOCIATION. 
Waldorf-Astoria Hotel, New York City, 
October 23-24, 1933. 


New York STATE BANKERS ASSOCIATION. 
Sagamore Hotel, Lake George, June 26-27, 
1933. 


NortH CaROLINA BANKERS ASSOCIATION. 
Pinehurst. Postponed until June or July. 


OKLAHOMA BANKERS ASSOCIATION. Hotel 
Biltmore, Oklahoma City, May 23-24, 1933. 
Secretary, Eugene P. Gum, 907 Colcord 
Building, Oklahoma City. 


OrEGON BANKERS ASSOCIATION, Portland, 
June 12-13, 1933. 


_PENNSYLVANIA BANKERS ASSOCIATION. 
Traymore Hotel, Atlantic City, N. J., May 
17-19, 1933. 


ResERvE City BANKERS ASSOCIATION. 
Excelsior Springs, Mo., May 29-31, 1933. 
Secretary, J. J. Schroeder, 162 West Monroe 
Street, Chicago. 


SoutH DaKoTaA BANKERS ASSOCIATION. 


Mitchell, S. D., June 1-2, 1933. Head- 
quarters moved to 280 Dakota Avenue, 
South Huron, S. D. 


TENNESSEE BANKERS ASSOCIATION. Nash- 
ville, May 9-10, 1933. 


Texas BANKERS ASSOCIATION. 
Wells, May 16-18, 1933. 


UtaH BANKERS AssSOCIATION. Hotel Ben 
Lomond, Ogden, June 16-17, 1933. 


Mineral 


VIRGINIA BANKERS ASSOCIATION. The 
Homestead, Hot Springs, June 22-24, 1933. 


WASHINGTON AND OREGON BANK AND 
Trust Orricers. Spokane, Wash., May 13, 
1933. 


WASHINGTON BANKERS ASSOCIATION. 
Olympic Hotel, Seattle, June 15-16, 1933. 


West VircintA BANKERS ASSOCIATION. 
White Sulphur Springs, June 8-9, 1933. 


WISCONSIN BANKERS ASSOCIATION. Law: 
sonia on Green Lake, Wis., June 20-22, 
1933. 


WyYoMING BANKERS ASSOCIATION. Casper, 
September 1-2, 1933. 
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